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PREFACE 


In  accordance  with  our  terms  of  reference  as  outlined  on  Schedule  A,  we  have 
undertaken  a  study  of  the  taxation  of  specific  services  in  those  taxing 
jurisdictions  which  levy  a  tax  on  the  gross  receipts  of  businesses.  The 
specific  services  we  were  engaged  to  study  are: 


Professional 

Legal 

Accounting 
General  business 
consultation 
Engineering 
Architectural 
Medical  -  physical  & 
mental  health 
Dental 
Optometric 


Commercial 

Computer 

Advertising 

Real  property  construc¬ 
tion  and  demolition 
Telephone  answering 


Personal 

Laundering/dry  cleaning 
Child  care 

Hair  styling/barbering 
Beauty,  skin  care 
Funeral 
Escort 

Clubs  -  golf,  tennis,  etc. 
Weight  control 
Gardening 

Disc  Jockeys  (Entertainment) 


Each  of  these  services  describes  a  very  broad  category  of  business,  within  each 
of  which  many  different  services  are  rendered  by  many  types  of  businesses.  As 
tax  legislation  also  tends  to  define  taxpayers  very  broadly,  we  have 
concentrated  our  review  on  those  jurisdictions  which  tax  these  broad  business 
categories.  This  approach  facilitates  a  broader  understanding  of  the  workings 
of  the  specific  tax  legislation  in  each  case  and  its  interaction  with  other  tax 
legislation  of  a  jurisdiction. 

The  study  has  been  divided  into  the  three  categories  of  Canada,  the  United 
States  of  America  and  other  countries.  The  United  States  has  been  further 
divided  into  two  categories,  based  on  the  types  of  tax.  The  first  category 
comprises  those  states  which  levy  a  sales  and  use  tax  on  the  relevant  services 
and  the  second  category  reflects  those  states  which  levy  a  gross  receipts  or  a 
business  and  occupation  tax  on  the  relevant  services.  The  United  States  federal 
government  does  not  impose  a  tax  on  the  gross  receipts  of  any  of  these 
businesses.  The  "other  countries"  category  deals  first  with  countries  which 
impose  a  tax  on  the  gross  receipts  of  the  relevant  services,  through  the  use  of 
a  sales  and  use  or  similar  tax,  and  then  addresses  several  of  the  European 
countries  which  impose  a  value-added  tax. 

The  main  emphasis  of  the  study  is  on  the  experiences  of  individual  states  in  the 
U.S.A.  and,  indeed,  it  is  clear  from  the  study  that  those  jurisdictions  are  the 
most  relevant  for  Ontario's  purposes. 

Sales  and  use  taxes  (other  than  value-added  taxes)  in  countries  outside  North 
America  were  reviewed  to  determine  the  extent  to  which  services  are  taxed  and  to 
identify  which,  if  any,  of  such  jurisdictions  have  a  tax  structure  similar  to 
that  in  Ontario. 
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A  limited  review  was  made  of  value-added  tax  systems  in  several  European 
countries  (Chapter  6),  primarily  to  assess  the  relevance  of  such  comprehensive 
tax  bases  to  an  expansion  of  Ontario's  retail  sales  tax  base  and  to  identify  any 
parallels  between  the  two  methods  of  taxation.  It  was  recognized  that,  a 
value-added  tax  system  starts  with  the  premise  of  universal  application  and  this 
broad  base  is  then  contracted  by  limited  exemptions.  Accordingly,  experiences 
with  a  value-added  tax  may  not  be  instructive  in  assessing  the  merits  of  an 
extension  of  a  retail  sales  tax,  to  encompass  selected  service  industries  on  an 
incremental  basis.  That  is,  experiences  in  application  of  an  all-inclusive  tax 
are  likely  of  limited  relevance  to  considerations  of  adding  one  or  more  business 
sectors  to  a  selective  tax  system. 

Our  approach: 

To  obtain  the  desired  information  our  approach  was  to: 

(1)  Review  the  available  resource  material  to  determine  which  jurisdictions 
would  be  of  relevance  to  the  study. 

(2)  Contact  the  senior  tax  partner  or  senior  commodity  tax  partner  of  Price 
Waterhouse  in  each  of  the  jurisdictions  which  appeared  to  be  of  relevance. 
We  discussed  with  these  individuals  the  tax  regimes  in  their  jurisdiction 
and  it's  usefulness  to  this  study. 

(3)  For  those  jurisdictions  considered  to  be  of  interest,  we  obtained  copies  of 
the  relevant  legislation.  This  legislation  was  reviewed  with  reference  to 
the  specific  services  under  study  and  we  discussed  our  interpretation  of 
this  legislation  with  the  Price  Waterhouse  partner  in  that  jurisdiction. 
Where  appropriate,  we  have  included  excerpts  from  this  legislation. 

(4)  We  contacted  senior  government  administrative  and/or  policy  officials  in 
each  of  the  selected  jurisdictions.  We  have  included  the  names,  addresses 
and  telephone  numbers  of  those  officials  in  the  relevant  sections  of  this 
report . 

(5)  Additionally,  we  contacted  business  organizations  in  those  jurisdictions 
which  were  of  particular  interest.  The  names,  addresses  and  telephone 
numbers  of  these  business  organizations  are  also  included  in  this  report. 

(6)  The  results  of  our  review  are  summarized  in  Chapters  1  through  6.  Chapters 
2  through  4  each  have  supplemental  chapters  which  deal  with  specific  taxing 
jurisdictions  within  Canada  and  the  U.S.A. 

(7)  We  have  summarized  in  Chapter  1  the  tax  treatment  of  each  of  the  relevant 
services . 
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Comment : 

Our  terms  of  reference  include  specific  requirements  relating  to  the  experiences 
of  other  jurisdictions  and  the  problems  in  implementing  and  administering  taxes 
for  particular  services.  The  extent  to  which  each  of  these  specific  require¬ 
ments  have  been  met  varies  by  jurisdiction.  In  particular,  specific  information 
regarding  reactions  to  the  imposition  of  a  tax,  its  impact  on  business  and  the 
environment  for  such  change,  is  at  best  sketchy  for  many  jurisdictions.  In  many 
cases,  such  tax  changes  occurred  many  years  ago  and  revenue  officials  and 
information  from  that  period  are  no  longer  available.  However,  the  overriding 
reason  for  the  relative  paucity  of  information  on  these  issues  are  differences 
in  approaches  to  taxation  in  other  jurisdictions  as  compared  to  Ontario. 
Particularly  with  respect  to  the  tax  regimes  in  the  U.S.A. ,  our  review  indicates 
that  Ontario  operates  a  relatively  sophisticated  tax  system,  the  various  aspects 
of  which  are  subject  to  significant  analysis  by  government  and  business. 


TABLE  OF  CONTENTS 


PAGE 

Chapter  1 :  The  Taxation  of  Services  Under  Sales 

Tax  Legislation  -  A  Global  Review  1 

Chapter  2:  Sales  and  Use  Tax  Legislation 

in  Canada  8 

-  Newfoundland  8 

-  Prince  Edward  Island  10 

-  New  Brunswick  13 

Chapter  3:  Sales  and  Use  Tax  Legislation 

in  the  United  States  of  America  16 

-  Summary  of  Taxable  Professional  Services 

by  State  (Schedule  1)  23 

-  Summary  of  Taxable  Commercial  Services 

by  State  (Schedule  2)  24 

-  Summary  of  Taxable  Personal  Services 

by  State  (Schedule  3)  25 

Taxation  of  services  in: 

-  Connecticut  26 

-  Ohio  36 

-  New  York  42 

-  New  Jersey  47 

-  Mississippi  50 

-  Iowa  54 

-  Florida  58 

-  Kansas  61 

-  Vermont  64 

-  North  Carolina  67 

-  Texas  70 

-  South  Carolina  74 

-  Washington  77 

-  West  Virginia  80 

-  Wisconsin  83 


TABLE  OF  CONTENTS 


PAGE 

Chapter  4 :  Gross  Receipts  Tax  and  Business  and  Occupation  Tax 

Legislation  in  the  United  States  of  America  86 

-  Summary  of  Services  Which  are  Exempt 

from  Tax  (Schedule  4)  90 

Taxation  of  services  in: 

-  South  Dakota  91 

-  New  Mexico  98 

-  Hawaii  102 

-  Washington  106 

-  West  Virginia  111 

-  Tennessee  117 

Chapter  5:  World-Wide  Overview  122 


Chapter  6 :  Value-Added  Tax  -  European 

Experience  126 

-  Tax  Status  of  Selected  Services 

(Schedule  5)  131 

Chapter  7:  Revenue  Estimates  from  Taxing  Services 

in  Ontario  132 

Summary  of  Revenue  Estimates  for  1982  135 

-  Income  from  Legal  Services  136 

-  Income  from  Accounting  Services  139 

-  Gross  Revenue  from  General  Business 

Consultation  Services  142 

-  Gross  Income  from  Engineering  Services  143 

-  Gross  Income  from  Architectural  Services  144 

-  Income  from  Physicians’  Services  145 

-  Income  from  Dentists'  Services  146 

-  Income  from  Optometric  Services  151 

-  Gross  Revenue  from  Computer  Services  152 

-  Gross  Revenue  from  Advertising  153 

-  Gross  Revenue  from  Construction  Services 

Value  of  Work  Purchased  154 


TABLE  OF  CONTENTS 


PAGE 

-  Telephone  Answering  Services  157 

-  Gross  Revenue  from  Laundering/Dry 

Cleaning  Services  158 

-  Child  Care  Services  159 

-  Gross  Revenue  from  Hairstyling/Barber  Services  160 

-  Beauty  and  Skin  Care  Services  161 

-  Gross  Revenue  from  Funeral  Services  162 

-  All  Other  Services  163 


Schedule  A:  Terms  of  Reference 


CHAPTER  1 


THE  TAXATION  OF  SERVICES  UNDER  SALES 
TAX  LEGISLATION  -  A  GLOBAL  REVIEW 


CHAPTER  1 


THE  TAXATION  OF  SERVICES  UNDER  SALES 
TAX  LEGISLATION  -  A  GLOBAL  REVIEW 


Overview : 

The  results  of  our  study  indicate  that  a  broad  taxation  of  services  is  limited 
to  those  jurisdictions  which  levy  a  broad  based  tax  on  all  transactions ,  such  as 
a  value-added  tax  or  a  gross  receipts  tax. 

Should  a  jurisdiction  not  levy  a  broad  based  tax,  then  generally  a  sales  and  use 
tax  is  levied,  similar  to  the  retail  sales  tax  in  Ontario.  In  such 
jurisdictions,  the  taxation  of  the  relevant  services  is  not  extensive  or 
consistent.  Rather,  jurisdictions  apply  their  sales  and  use  taxes  to  the 
relevant  services  only  on  a  selective  basis. 

Where  the  jurisdiction  levies  a  value-added  or  gross  receipts  tax,  most  if  not 
all  of  the  relevant  professional,  commercial  and  personal  services  are  subject 
to  the  tax.  However,  in  those  jurisdictions  which  levy  a  sales  and  use  tax,  the 
taxation  of  these  services  occurs  primarily  in  the  area  of  personal  services , 
with  only  a  few  jurisdictions  levying  tax  on  commercial  services  and  virtually 
no  jurisdictions  levying  a  tax  on  professional  services. 

Assuming  a  rate  of  tax  of  7  percent,  we  have  estimated  the  gross  revenue 
potential  to  Ontario  of  taxing  the  relevant  services  to  be  $1.3  billion  (see 
Chapter  7).  Approximately  $1  billion  of  that  gross  revenue  is  attributed  to  the 
taxation  of  real  property  construction  and  demolition.  In  assessing  the  quality 
of  these  revenue  estimates,  specific  reference  should  be  made  to  their  basis  as 
set  out  in  Chapter  7. 

Professional  services: 

The  professional  services  of  interest  can  be  divided  into  three  broad 
categories:  services  rendered  to  business,  including  legal,  accounting  and 

general  business  consulting;  services  rendered  to  the  construction  industry, 
including  engineering  and  architectural;  and  health  services  comprised  of 
medical,  dental  and  optometric  services. 

A.  Legal,  accounting  and  general  business  consultation  - 

To  a  limited  extent,  these  services  are  taxed  in  the  five  U.S.  states 
which  levy  a  gross  receipts  tax  or  a  business  and  occupation  tax  (see 
Chapter  4). 

In  1982  a  number  of  jurisdictions  studied  the  feasibility  of  expanding 
their  sales  and  use  taxes  to  encompass  these  professional  services  (the 
states  of  Connecticut,  Massachusetts,  New  Jersey  and  Ohio  and  the  Province 
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of  Newfoundland).  All  of  these  jurisdictions  eventually  withdrew  the 
proposal  to  extend  their  sales  and  use  taxes  to  these  services.  Some  of 
the  reasons  given  for  not  taxing  professional  services  are  as  follows: 

(1)  Except  for  health  service,  professional  services  are  predominantly 
rendered  to  businesses  and  represent  inputs  in  delivering  other 
products  or  services.  Thus,  the  taxation  of  such  inputs  would  lead  to 
multiple  levels  of  taxation  and  the  price  of  non-taxable  goods  and 
services  would  include  an  element  of  such  a  tax. 

(2)  It  would  place  small  businesses  at  an  even  greater  competitive 
disadvantage,  since  large  businesses  could  avoid  the  tax  by  employing 
in-house  services . 

(3)  Such  a  tax  could  result  in  a  decrease  in  the  use  of  professionals, 
which  could,  in  turn,  be  harmful  to  the  state's  economy.  As  well, 
companies  would  seek  professional  services  outside  the  state  to  avoid 
the  sales  tax  on  the  in-state  services. 

(4)  Other  states  do  not  impose  a  sales  and  use  tax  on  professional 
services . 

(5)  Local  firms  competing  in  the  state  with  national  corporations  would 
have  an  additional  cost  to  bear  and  would  be  at  a  competitive 
disadvantage. 

(6)  Since  professional  assignments  are  extremely  fee  sensitive  and  the 
market  for  them  is  nation  wide,  the  state's  professionals  would  be 
placed  at  a  competitive  disadvantage  on  national  or  out-of-state 
assignments . 

(7)  A  sales  and  use  tax  on  professional  fees  would  adversely  affect 
patterns  of  practice  and  the  relationships  between  professional  firms 
and  their  clients.  In  this  regard,  the  patterns  of  billings,  the 
timing  of  collection  of  accounts  receivable  and  other  related  matters 
produce  an  entirely  different  situation  from  that  found  in  a  cash  and 
carry  business. 

In  addition  to  these  reasons  the  organizations  representing  these 
professions  put  forward  significant  lobbying  efforts  against  the  imposition 
of  the  tax. 
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The  noteable  exception  to  this  general  exemption  from  the  imposition  of  a 
sales  and  use  tax  on  professional  services  is  the  state  of  Connecticut, 
which  imposes  its  tax  on  general  business  consultation  services.  This 
state  has  taxed  consulting  services  since  1975,  at  which  time  the  state 
underwent  a  major  expansion  of  the  sales  and  use  tax  to  encompass  a 
significant  number  of  services  (See  Chapter  3,  page  26). 

Apart  from  value-added  tax  countries,  the  only  other  jurisdiction  in  the 
world  which  taxes  these  services  is  Brazil. 

B .  Engineering  and  architectural  services  - 

Engineering  and  architectural  services  generally  form  an  integral  part  of  a 
construction  project.  The  jurisdictions  which  tax  these  services  generally 
tax  the  gross  contract  price  and,  to  avoid  the  compounding  of  tax,  provide 
for  exemptions  or  refunds  of  the  tax  paid  on  the  services  rendered  by 
engineering  and  architectural  firms  (the  states  of  Mississippi  and  Iowa 
under  sales  and  use  tax  legislation  (see  Chapter  3)  and  all  those  gross 
receipts  tax  and  business  and  occupation  tax  states  (see  Chapter  4)).  In 
contrast,  the  states  of  Washington  and  West  Virginia  levy  their  business 
and  occupation  taxes  without  exception  on  all  businesses  in  the  state. 
However,  the  rates  of  tax  for  those  two  states  are  substantially  lower 
(generally  less  than  1  percent)  than  the  tax  rates  in  the  other  states  and, 
consequently,  the  compounding  effect  found  in  construction  projects  does 
not  result  in  a  significant  increase  in  the  tax  borne  by  any  particular 
contract . 

C .  Medical,  dental  and  optometric  services  - 


The  taxation  of  medical,  dental  and  optometric  services  is  not  common  in 
North  America.  However,  these  services  are  generally  subject  to  the 
business  and  occupation  taxes  of  Washington  and  West  Virginia  and  to  the 
gross  receipts  taxes  of  New  Mexico  and  Hawaii.  The  rationale  for  excluding 
these  services  from  the  tax  base  in  North  America  is  generally  that  they 
represent  essential  services  and  that  a  tax  on  these  services  may  make 
the  services  less  available  to  low  income  individuals. 

These  services  are  also  given  favourable  tax  treatment  in  other  countries. 
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Commercial  services: 

In  the  area  of  commercial  services,  this  study  deals  with  computer,  advertising, 
real  property  construction  and  demolition  and  telephone  answering  services. 
Taxation  of  these  services  occurs  far  more  often  than  for  professional  services 
but  far  less  than  for  personal  services.  Although,  these  services  are  generally 
taxed  in  those  jurisdictions  levying  a  gross  receipts  or  business  and  occupation 
tax,  the  imposition  of  tax  is  far  less  common  in  those  jurisdictions  imposing  a 
sales  and  use  tax.  Again,  the  rationale  for  the  exclusion  of  these  services 
from  the  sales  and  use  tax  base  is  that  the  sales  and  use  tax  is  a  single 
incidence  tax  and,  as  these  services  are  generally  considered  inputs  to 
business,  it  is  generally  considered  undesirable  to  levy  a  tax  on  inputs  which 
are,  in  turn,  used  to  produce  taxable  goods  and  services. 

A.  Computer  services  - 

Computer  services  are  subject  to  taxation  in  all  those  jurisdictions 
levying  a  broad  based  gross  receipts  tax  or  business  and  occupation  tax. 

The  incidence  of  tax  under  the  sales  and  use  tax  regimes  is  far  less 
common.  The  only  such  jurisdictions  which  tax  computer  services  are  the 
states  of  Connecticut,  Ohio  and  New  York.  Each  of  these  states  taxes 
computer  services  differently.  Connecticut  imposes  its  sales  and  use  tax 
on  virtually  all  services  connected  with  the  computer  industry.  Ohio’s  tax 
base  is  directed  primarily  at  data  processing  services  and  New  York's  tax 
is  directed  at  information  services.  New  York's  definition  is  very  unique 
in  that  it  is  very  specific  and  excludes  data  processing  services.  The 
narrow  definition  found  in  New  York  is  directed  at  services  which  generate 
information  used  by  more  than  one  individual,  such  as  data  bases,  library 
services  and  marketing  services. 

We  have  not  specifically  dealt  with  the  taxation  of  multi-use  ("canned") 
and  custom  computer  software  in  this  study.  However,  it  is  interesting  to 
note  that  most  jurisdictions  levying  a  sales  and  use  tax  use  the  same 
approach  to  taxing  these  goods  as  Ontario;  with  the  notable  exception  of 
Connecticut,  which  taxes  custom  computer  software. 

B.  Advertising  - 

It  is  quite  uncommon  for  advertising  services  to  be  taxed.  Advertising 
services  are  only  taxed  under  sales  and  use  tax  legislation  in  the  states 
of  New  Jersey  and  Connecticut  and  in  South  Africa.  The  rate  of  tax 
applicable  in  South  Africa  is  half  the  general  rate  of  sales  and  use  tax  of 
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12  percent.  In  the  remaining  jurisdictions,  substantial  exemptions  are 
available  for  advertising  services  which  encompass  the  placement  of 
advertising  in  the  media.  The  rationale  for  exclusion  is  that  the  media 
are  themselves  generally  exempt  from  sales  and  use  taxes.  Additionally, 
the  media  have  mounted  substantial  lobbies  in  jurisdictions  which  have 
attempted  to  tax  inputs  to  their  industry.  The  latest  example  of  a 
successful  lobby  was  found  in  the  U.K.  where  the  industry  was  successful  in 
defeating  a  proposal  to  impose  a  value-added  tax  on  newspapers  and 
magazines . 

C .  Real  property  construction  and  demolition  - 

There  seems  to  be  substantial  diversity  in  the  taxation  of  real  property 
construction  and  demolition.  The  gross  receipts  tax  and  business  and 
occupation  tax  jurisdictions  impose  their  tax  on  this  service,  but  often 
at  a  reduced  rate.  Two  sales  and  use  tax  jurisdictions,  the  states  of 
Mississippi  and  Iowa  impose  their  sales  and  use  tax  on  construction 
projects.  A  number  of  other  U.S.  states  impose  their  sales  and  use  tax 
only  on  repairs  and  maintenance  to  real  property.  These  latter  states 
make  the  distinction  between  repairs  and  maintenance  and  construction, 
which  is  generally  exempt  from  the  tax,  by  exempting  those  projects  which 
are  capitalized  for  federal  income  tax  purposes. 

All  of  the  jurisdictions  to  which  we  spoke  were  concerned  about  leakage  in 
their  tax  systems  in  the  construction  area.  Such  leakage  stems  from  the 
cash  based  economy  operating  within  the  construction  industry  and  the  many 
non-resident  contractors.  To  alleviate  this  problem,  many  jurisdictions 
have  sought  to  collect  the  tax  from  the  consumer  of  these  services. 

In  those  sales  and  use  tax  jurisdictions  which  impose  tax  on  construction, 
the  tax  is  often  levied  on  the  prime  contractor  .  Difficulties  have  arisen 
in  determining  who  is  the  prime  contractor,  as  this  role  is  often  fulfilled 
by  a  number  of  different  contractors  servicing  one  project.  This  problem 
has  generally  been  resolved  by  further  defining  who  is  the  prime  contractor 
or  by  licencing  specific  contractors  within  a  jurisdiction. 

D.  Telephone  answering  services  - 

Telephone  answering  services  are  taxed  in  all  those  jurisdictions  levying  a 
business  and  occupation  tax  or  a  gross  receipts  tax.  In  addition,  this 
service  is  taxed  under  the  sales  and  use  tax  of  Connecticut  and  Iowa. 
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Personal  services: 


Personal  services  are  the  most  commonly  taxed  services  and  where  tax  applies, 
the  base  is  usually  comprehensive.  Only  in  sales  and  use  tax  jurisdictions 
are  exclusions  provided  from  the  tax  base  of  these  services.  However,  for  sales 
and  use  jurisdictions,  there  is  no  consistency  in  their  taxation  of  personal 
services.  The  two  most  commonly  taxed  personal  services  are  laundry  and  dry 
cleaning  and  club  dues.  The  taxes  on  these  services  are  generally  viewed  as 
being  progressive. 

The  expansion  of  the  sales  and  use  tax  to  encompass  personal  services  has 
occurred  sporadically  over  the  last  15  years.  In  most  cases,  the  use  of 
extensive  vendor  education  programs,  through  direct  mailings  and  extensive  media 
campaigns  has  aided  the  introduction  of  taxes  on  personal  services. 

There  is  clearly  concern  with  leakage  of  tax  in  this  area.  This  concern  does 
not  lie  with  those  operations  which  render  their  services  from  a  fixed  place  of 
business,  such  as  dry  cleaners,  funeral  services  and  clubs.  Rather  the  concern 
lies  with  those  personal  services  that  are  cash  based  and  are  not  rendered  from 
a  fixed  place  of  business,  such  as  escort  services  and  disc  jockeys.  To  aid  in 
the  assessment  of  tax  in  these  areas,  recourse  is  often  made  to  assessments 
based  on  cash  flows  and  bank  accounts  or  on  net  worth. 
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The  services  which  are  the  subject  of  this  report  are  largely  not  subject  to  tax 
in  Canada.  Prince  Edward  Island  currently  applies  its  sales  and  use  tax  to 
laundry  and  dry  cleaning  services  (page  10).  Such  services  were  also  taxed  in 
New  Brunswick  in  the  early  1970's,  but  the  tax  was  withdrawn  because  the  goods 
being  cleaned  were  largely  exempt  from  tax  (page  13). 

Newfoundland: 

We  understand  that  there  was  some  consideration  given  by  the  Newfoundland 
Government  in  late  1982  to  the  taxation  of  professional  services.  The  study 
included  private  consultations  conducted  by  the  Newfoundland  Government  with 
members  of  the  business  community.  This  consultation  was  undertaken  by  way  of 
meetings  between  government  officials  and  business  leaders  in  which  the 
government  listed  24  potentially  taxable  professional  services  and  asked  for 
reaction.  Newfoundland  was  unwilling  to  provide  a  summary  of  these  services  nor 
the  written  responses  from  business.  As  a  result  of  the  representations  from 
the  business  community,  none  of  these  services  became  taxable.  Some  of  the 
reasons  put  forward  for  not  taxing  these  services  were: 

(a)  The  tax  would  be  borne  by  small  business.  For  example,  legal  and 
accounting  services  must  be  purchased  externally  by  small  business,  whereas 
these  services  are  generally  rendered  in-house  by  larger  corporations. 

(b)  The  tax  would  cause  professionals  to  move  out  of  the  province  and  render 
their  services  from  locations  outside  the  province  to  avoid  the  tax.  This 
potential  is  particularly  evident  for  engineering,  architectural,  legal  and 
accounting  services. 

(c)  There  were  difficulties  in  defining  the  tax  base  where  the  services 
rendered  by  professionals  and  non-professionals  overlap,  e.g.,  bookkeeping 
services,  title  searches,  drafting  and  design  services,  etc. 

We  understand  that  as  a  result  of  objections  of  this  nature  the  Newfoundland 
Government  decided  not  to  pursue  the  taxation  of  professional  services.  The 
Newfoundland  proposal  came  forward  at  roughly  the  same  time  as  similar  proposals 
arose  in  a  number  of  states  in  the  United  States.  Apparently  there  were  no 
discussions  between  Newfoundland  and  those  states. 

Our  information  concerning  Newfoundland  was  provided  by  Mr.  Edward  Power, 
Assistant  Deputy  Minister  of  Revenue,  (709)  737-2944;  Roy  Sparks,  Director,  Tax 
Policy,  (709)  737-2982;  and  Mr.  Bill  Caine,  Director,  Retail  Sales  Tax  (709) 
737-2352. 
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Computer  services: 


None  of  the  other  provinces  in  Canada  seem  to  have  considered  or  are  considering 
the  expansion  of  their  tax  base  to  include  any  of  the  services  under  review  in 
this  study.  However,  it  is  interesting  to  note  that  the  provinces  of  British 
Columbia  and  Saskatchewan  may  be  moving  toward  a  limited  expansion  of  their 
respective  sales  tax  bases  in  the  area  of  computer  services.  In  Saskatchewan, 
recent  legislative  revisions  have  included  the  addition  of  a  specific  reference 
to  the  taxation  of  computer  services.  We  understand  that  the  intent  of  that 
amendment  was  to  confirm  the  taxable  status  of  multi-copy,  non-customized 
computer  programs  (so  called  "canned  software").  However,  while  the  intent  of 
the  legislation  is  to  tax  the  sale  of  canned  software,  the  provisions  may  be 
broad  enough  to  tax  their  use  by  service  bureaus  in  rendering  computer  services 
to  their  clients. 

We  spoke  with  Mr.  Ron  Bilboe,  Revenue  Officer,  Saskatchewan  Department  of 
Revenue,  (306)  565-6645  concerning  such  a  broad  interpretation.  He  indicated 
that  the  purpose  of  the  legislation  is  only  to  tax  the  sale  of  canned  software 
and  that  the  use  of  canned  software  in  rendering  service  to  clients  is  not 
considered  taxable  under  the  statute.  However,  regardless  of  the  stated  intent 
of  the  provisions,  it  appears  that  Saskatchewan  now  has  legislation  in  place 
which  technically  includes  computer  services  in  the  tax  base. 

British  Columbia  has  recently  stated  its  intention  to  amend  its  legislation 
concerning  the  sale  and  use  of  canned  software.  The  actual  legislative 
amendment  has  not  yet  been  made  public.  However,  our  discussion  with  Mr.  Edward 
Turner,  Director,  Consumer  Taxation  Branch,  British  Columbia  Department  of 
Revenue,  (604)  387-5321,  indicated  that  the  purpose  and  intent  of  the  British 
Columbia  legislation  is  the  same  as  for  Saskatchewan  and  will  include  the  same 
troublesome  provision  dealing  with  use.  It  will  remain  to  be  seen  how  this 
provision  is  interpreted  and  applied  in  the  future. 
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Relevant  services: 


-  laundry  and  dry  cleaning 
Persons  and  sales  subject  to  tax: 

The  province  levies  a  sales  and  use  tax  at  the  rate  of  10  percent  on  the 
consumer  of  goods  and  certain  enumerated  services. 

Overview  of  taxable  service: 

Prince  Edward  Island  has  taxed  laundry  and  dry  cleaning  services  since  the  mid 
1970's.  Laundry  and  dry  cleaning  services  were  included  in  the  tax  base  at  the 
same  time  that  the  tax  base  was  expanded  to  include  repairs  and  maintenance  to 
tangible  personal  property.  Although  it  was  questionable  as  to  whether  the  law 
required  the  specific  enumeration  of  laundry  and  dry  cleaning  as  repair  and 
maintenance  activities,  those  services  were  specifically  mentioned  for  greater 
certainty. 

The  tax  was  apparently  introduced  with  minimal  public  reaction  and  little 
administrative  difficulty.  Public  reaction  appears  to  have  been  minimal  because 
clothing  is  taxable  in  that  province  and  the  extension  of  the  tax  to  include 
repairs  and  maintenance  to  such  tangible  personal  property  was  considered 
reasonable. 

The  licensing  of  the  businesses  was  relatively  straightforward,  as  we  are 
advised  that  there  were  only  four  dry  cleaning  and  laundry  establishments  in  the 
province  at  that  time.  There  are  no  exemptions  available  for  laundry  and 
dry  cleaning  and  the  administration  and  collection  of  the  tax  appears  to  be 
relatively  straightforward. 

Local  taxes: 

There  are  no  local  sales  and  use  taxes. 
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The  law: 

Revenue  Tax  Act 

Section  4.  Consumer  tax  - 

Every  consumer  of  goods  consumed  in  the  province  shall,  at  the  time  of  taking 
delivery,  pay  the  Minister  for  the  raising  of  revenue  for  provincial  purposes, 
a  tax  at  the  rate  of  ten  per  centum  of  the  fair  value  of  the  goods. 

Section  1.  Definitions  - 

In  this  Act 

(e)  goods.  -  "goods"  includes, 

(ii)  ...  laundry  and  dry  cleaning  services,  ...  as  defined  in  the 
regulations . 

Regulation  1.  Definitions  - 

In  the  Act  or  these  regulations 

(p)  "laundry  and  dry  cleaning  service"  means  washing,  cleaning,  pressing, 

dyeing  outside  the  home,  of  wearing  apparel,  bed  clothing,  table  linen, 
window  curtains,  drapes,  awnings,  floor  covering,  slip  covers  and  other 
similar  goods. 

Permit  requirements: 

Each  vendor  of  tangible  personal  property  and  taxable  services  is  required  to  be 
licensed.  There  is  no  fee  for  the  license. 

Reports : 

Vendors  must  file  a  return  on  or  before  the  12th  day  of  the  month  covering  the 
preceding  calendar  month. 

Collection: 

The  tax  is  due  with  the  return. 
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Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 's 

% 

-  personal  income  tax 

$  43,800 

21.7% 

corporate  income  tax 

8,100 

4.0% 

-  sales  and  use  tax 

41,800 

20.7% 

-  all  other  sources 

108,188 

53.6% 

$201,888 

100.0% 

Contact : 


Mr.  Fred  Weatherby 
Chief  of  Audit 

Department  of  Finance  and  Tourism 
Revenue  Division 
P.0.  Box  1330 
Charlottetown,  P.E.I. 

CIA  7N1 

(902)  892-8546 
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Relevant  services: 


laundry  and  dry  cleaning  (no  longer  generally  applicable) 

Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  imposed  at  the  rate  of  10  percent  on  the  sales  at  retail 
of  tangible  personal  property  and  enumerated  services. 

Overview  of  taxable  services: 

The  province  of  New  Brunswick  extended  its  sales  and  use  tax  to  encompass 
repairs  and  maintenance  to  tangible  personal  property  in  the  late  1960 's. 
Included  in  this  expansion  was  laundry  and  dry  cleaning  services.  The  taxation 
of  this  service  was  not  popular.  It  was  viewed  as  an  inequitable  tax  because 
clothing  is  exempt  from  the  sales  and  use  tax.  Accordingly,  the  tax  was 
withdrawn  in  the  mid  1970"s.  The  contact  in  New  Brunswick  did  not  recall  any 
problems  in  administering  the  tax. 

The  objections  raised  by  taxpayers  in  New  Brunswick  to  taxing  laundry  and 
dry  cleaning  services  may  be  of  interest  to  Ontario,  particularly  with  reference 
to  those  items  of  clothing  which  are  themselves  exempt  from  tax,  i.e., 
children's  clothing. 

Currently,  the  New  Brunswick  legislation  taxes  all  repairs  and  maintenance  to 
tangible  personal  property  with  the  exception  of  goods  exempt  under  the  Act. 
Accordingly,  this  leaves  scope  for  the  taxation  of  laundry  and  dry  cleaning 
services  on  taxable  goods.  However,  to  ease  the  administration,  exemption  is 
specifically  provided  for  this  service  with  the  exception  of  pressing  services 
separately  invoiced  and  laundry  and  dry  cleaning  of  bedding  for  hotels  and 
motels . 

Exemptions : 

No  exemptions  were  available  for  taxable  laundry  and  dry  cleaning. 

Local  taxes  : 

There  are  no  local  sales  and  use  taxes. 
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The  law: 

Social  Services  Tax  Act 
Section  4.  Rate  of  tax  - 

(1)  Every  consumer  of  goods  consumed  within  the  Province  and  every  purchaser 
of  services  purchased  within  the  Province  shall  pay  to  the  Minister  for 
the  raising  of  revenue  for  Provincial  purposes  a  tax  in  respect  of  the 
consumption  of  such  goods  or  purchase  of  such  services,  computed  at  the 
rate  of  ten  percent  of  the  fair  value  of  such  goods  or  services  ... 

Section  2.  Definitions  - 

In  this  Act 

"services"  means  ...  the  installation,  adjustment,  repair  or  maintenance 
of  goods  that  are  taxable  under  this  Act  and  includes  any  contract  for 
installation,  adjustment,  repair  or  maintenance  of  such  goods  ... 

Section  11.  Exemptions  from  tax  - 

A  consumer  shall  not  be  liable  to  pay  the  tax  in  respect  of  the  consumption  of 
the  following  goods: 

(nn)  dry  cleaning  and  laundry  services. 

Regulation  84-248,  Section  2.  Definitions  - 
In  the  Act  and  this  Regulation 

"dry  cleaning  and  laundry  services"  includes  dry  cleaning  and  laundering 
and  other  related  services,  but  does  not  include: 

(a)  pressing,  when  carried  out  as  a  separate  service  and  a  separate 
charge  is  made, 

(b)  dry  cleaning  and  laundering  of  bedding  for  the  use  of  motels  and 
hotels  which  are  registered  as  vendors  under  the  Act. 

Permit  requirements : 


Each  vendor  of  tangible  personal  property  and  taxable  services  is  required  to  be 
licensed.  There  is  no  fee  for  the  license. 
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Reports : 

Vendors  must  file  a  return  on  or  before  the  20th  day  of  the  month  covering  the 
preceding  calendar  month. 

Collection: 

The  tax  is  due  with  the  return. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 's 

% 

-  personal  income  tax 

$  310,000 

27.4% 

corporate  income  tax 

88,200 

7.8% 

sales  and  use  tax 

244,800 

21.7% 

all  other  sources 

487,600 

43. 1% 

$1, 130,600 

100.0% 

Contact : 


Mr.  Robert  Kelly 

Executive  Director 

Taxation  and  Fiscal  Policy  Branch 

Department  of  Provincial  Secretary 

Tax  Administration  Branch 

P.0.  Box  3000 

Fredericton,  N.B. 

E3B  5G5 

(506)  453-2096 
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The  taxation  of  services  in  the  U.S.A.  may  be  grouped  into  two  broad  categories: 
tax  pursuant  to  sales  and  use  tax  legislation  and  tax  pursuant  to  gross  receipts 
tax  or  business  and  occupation  tax  legislation.  Although  these  three  taxes  are 
similar  in  their  objectives,  the  extent  to  which  they  apply  to  services  in  each 
state  is  very  different.  For  the  purposes  of  this  study  we  have  segregated  the 
sales  and  use  taxes  from  the  gross  receipts  and  business  and  occupation  taxes. 
This  chapter  deals  with  the  sales  and  use  taxes  and  Chapter  4  deals  with  the 
gross  receipts  and  business  and  occupation  taxes. 

Originally,  U.S.  sales  and  use  taxes  were  designed  to  impose  a  tax  only  on  the 
sale  of  tangible  personal  property.  Services  were  taxed  only  to  the  extent  that 
they  formed  an  integral  part  of  the  sale  of  tangible  personal  property.  A  tax 
on  services  was  generally  avoided,  as  it  was  considered  an  undesirable  tax  on 
labour.  More  recently,  rather  than  increasing  the  general  rate  of  sales  tax, 
which  may  cause  business  to  relocate  or  choose  other  jurisdictions  within  which 
to  do  business,  some  states  have  sought  to  expand  their  sales  and  use  tax  base 
for  the  purposes  of  raising  revenue.  At  the  present  time,  taxation  of  services 
falls  into  three  broad  categories. 

Taxation  of  all  services  -  subject  to  specific  exemptions,  three  states, 
Hawaii,  South  Dakota,  and  New  Mexico,  tax  virtually  all  services.  These 
services  are  taxed  under  gross  receipt  tax  systems  and  these  states  are 
dealt  with  in  Chapter  4.  These  taxes  are  very  broad  in  nature  and 
generally  are  substitutes  for  income  taxes  in  the  state. 

No  services  subject  to  taxation  -  Some  13  states  do  not  impose  sales  and 
use  tax  on  any  services  and  these  states  have  not  been  addressed  in  this 
study. 

Limited  taxation  of  services  -  some  31  states  and  the  District  of 
Columbia  have  expanded  their  sales  and  use  tax  to  encompass  the  taxation 
of  some  services.  We  have  addressed  the  sales  and  use  tax  of  15  states 
which  specifically  tax  those  services  which  are  of  relevance  to  this 
study . 

Note:  Four  states,  Delaware,  Montana,  New  Hampshire  and  Oregon  do  not 

impose  a  sales  and  use  tax. 

The  rationale  for  the  expansion  of  a  state's  sales  and  use  tax  does  not  seem  to 
be  predicated  on  the  economic  status  of  the  state  nor  on  the  general  rate  of 
personal  and  corporate  income  taxes.  Rather,  the  rationale  seems  to  be  more 
political  and  administratively  motivated.  That  is,  our  discussions  with 


(i) 

(ii) 

(iii) 
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representatives  of  various  states  indicate  that  the  general  approach  to  tax 
changes  Is  to  consider  which  of  a  number  of  options  will  provide  the  desired 
revenue  with  the  least  political  ramifications. 

The  result  of  this  process,  as  described  below,  is  that  the  taxation  of  services 
has  tended  toward  those  services  which  are  personal  in  nature  and  away  from 
professional  and  commercial  services. 

We  have  summarized  the  taxation  of  the  subject  services  by  state  on  Schedule  1 
for  professional  services,  Schedule  2  for  commercial  services,  and  Schedule  3 
for  personal  services. 

History  of  the  taxation  of  the  relevant  services: 

Sales  and  use  taxation  of  services  did  not  commence  in  the  U.S.A.  until  the 
late  1960's.  Iowa  was  the  first  state  to  introduce  such  legislation  (page  H). 

At  that  time,  Iowa  increased  the  number  of  its  licensed  vendors  by  some  60 
percent . 

Following  Iowa's  lead,  other  states  added  various  services  to  their  tax  bases 
during  the  1970's.  The  most  significant  expansion  at  that  time  occurred  in 
Connecticut,  where  general  business  consulting  became  taxable  and  Connecticut 
became  the  first  state  to  tax  computer  services. 

The  next  major  expansion  occurred  in  1982,  when  Ohio  and  New  York  included 
computer  services  in  their  tax  base.  Additionally,  at  that  time  a  number  of 
states  (Ohio,  New  Jersey,  Connecticut  and  Masssachusetts)  considered  the 
expansion  of  their  tax  bases  to  encompass  professional  services.  We  understand 
that  Florida,  Minnesota  and  the  District  of  Columbia  may  also  have  been 
considering  the  taxation  of  professional  services  at  approximately  the  same 
time,  but  we  have  been  unable  to  confirm  that  information. 

Professional  services: 

With  the  exception  of  Connecticut,  which  levies  its  sales  and  use  tax  on  general 
business  consulting  services,  sales  and  use  taxes  are  not  levied  in  the  U.S.A. 
on  the  professional  services  of  relevance  to  this  study.  Some  of  the  reasons 
for  not  taxing  these  services  are: 

(1)  Except  for  health  services,  professional  services  are  predominantly 

rendered  to  businesses  and  represent  inputs  in  delivering  other  products 
or  services.  Thus,  the  taxation  of  such  inputs  would  lead  to  multiple 
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levels  of  taxation  and  the  price  of  non-taxable  goods  and  services 
would  include  an  element  of  such  a  tax. 

(2)  It  would  place  small  businesses  at  an  even  greater  competitive 
disadvantage,  since  large  businesses  could  avoid  the  tax  by  employing 
in-house  professional  services. 

(3)  Such  a  tax  could  result  in  a  decrease  in  the  use  of  professionals,  which 
could,  in  turn,  be  harmful  to  the  state's  economy.  As  well,  companies 
would  seek  professional  services  outside  the  state  to  avoid  the  sales  tax 
on  the  in-state  professional  services. 

(4)  Other  states  do  not  impose  a  sales  and  use  tax  on  professional  services. 

(5)  Local  firms  competing  in  the  state  with  national  corporations  would  have 
an  additional  cost  to  bear  and  would  be  at  a  competitive  disadvantage. 

(6)  Since  professional  assignments  are  extremely  fee  sensitive  and  the  market 
for  them  is  nationwide,  the  state's  professionals  would  be  placed  at  a 
competitive  disadvantage  on  national  or  out-of-state  assignments. 

(7)  A  sales  and  use  tax  on  professional  fees  would  adversely  affect  patterns 
of  practice  and  the  relationships  between  professional  firms  and  their 
clients.  In  this  regard,  the  patterns  of  billings,  the  timing  of 
collection  of  accounts  receivable  and  other  related  matters  produce  an 
entirely  different  situation  from  that  found  in  a  cash  and  carry 
business  . 

The  articulation  of  these  arguments  and  intensive  lobbying  in  the  states  which 
attempted  to  initiate  sales  and  use  tax  on  professional  services  in  1982, 
resulted  in  a  general  abandonment  of  proposals  to  tax  these  services. 

Medical,  dental  and  optometric  services  seem  to  have  been  excluded  from  the 
sales  and  use  tax  base  as  a  result  of  a  desire  not  to  place  lower  income 
individuals  at  a  disadvantage  by  increasing  the  cost  of  these  essential 
services . 

The  lone  proponent  of  a  tax  on  professional  services,  Connecticut  has  a 
definition  of  general  business  consulting  which  is  very  broad  in  scope  (page 
32).  This  broad  scope  has  resulted  in  problems  in  imposing  the  tax.  This  was 
particularly  evident  for  public  accounting  firms  which,  although  technically 
required  to  collect  and  remit  the  tax,  did  not  do  so  until  a  competitor  raised 
the  issue  4  years  after  the  tax  was  imposed. 
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Commercial  services; 

The  four  broad  areas  of  commercial  services  of  interest  in  this  study,  computer, 
advertising,  construction  and  telephone  answering  services,  are  only  subject  to 
limited  taxation  in  the  U.S.A.  However,  the  states  which  have  expanded  their 
sales  and  use  tax  to  encompass  these  areas  have  generally  done  so  because  these 
services  represent  a  major  source  of  revenue  and,  at  first  blush,  appear  to  be 
easily  administered  in  relation  to  the  revenues  which  they  generate. 

Computer  services  - 

The  computer  industry  has  been  a  major  area  of  discussion  in  recent  years, 
particularly  concerning  multi-use  ("canned")  versus  customized  computer 
software.  We  have  not  included  a  discussion  as  to  the  taxation  of  canned  and 
custom  computer  software,  as  the  taxation  of  these  goods  and  services  are 
generally  similar  to  the  taxation  of  software  in  Ontario.  In  fact,  the  only 
state  which  taxes  custom  computer  software  is  Connecticut. 

With  reference  to  the  taxation  of  computer  services,  there  seem  to  be  two 
approaches.  The  first  approach,  taken  by  Connecticut  and  Ohio,  is  to  define 
computer  services  very  broadly  and  to  bring  as  much  into  the  tax  net  as 
possible.  The  second  approach,  taken  by  New  York,  is  to  tax  only  a  very  narrow 
segment  of  the  computer  services  industry,  the  area  of  information  services. 

The  experiences  of  Connecticut  and  Ohio  are  that  their  broad  scope  definitions 
have  brought  a  number  of  peripheral  areas  into  the  tax  base  and  that  these  areas 
are  difficult  to  administer.  Included  in  these  definitions  are  consulting  on 
systems  acquisition,  installation,  implementation  and  development,  as  well  as 
the  use  of  computers  in  rendering  other  business  services  which  may  be  exempt 
from  tax,  such  as  bookkeeping. 

The  approach  taken  by  Ohio  is  to  specifically  exclude  by  regulations  those 
peripheral  services  which  are  troublesome  to  administer  or  are  a  relatively 
small  component  of  total  tax-exempt  service,  such  as  services  rendered  by 
professionals . 

Connecticut  has  chosen  to  use  the  very  broad  tax  base  and  this  state  attempts 
to  tax  those  peripheral  areas  which  are  rendered  in  conjunction  with  other 
business  services.  This  approach  leads  to  confusion  as  to  whether  the  primary 
purpose  of  the  transaction  is  the  rendering  of  a  taxable  or  a  non-taxable 
service. 
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Advertising  - 

The  taxation  of  advertising  services  is  very  limited  in  the  U.S.A.  Only 
Connecticut  and  New  Jersey  tax  advertising  services  under  sales  and  use  tax 
legislation.  There  are,  however,  significant  exemptions  in  this  area  for  the 
rendering  of  advertising  services  for  the  placement  of  advertisements  in  the 
media.  These  exemptions  primarily  seem  to  arise  from  the  fact  that  the  media 
can  mobilize  significant  lobbying  efforts  to  avoid  the  taxation  of  their 
services.  These  lobbies  have  been  premised  primarily  on  the  fact  that  the 
expansion  of  the  tax  to  advertising  services  would  result  in  significant  cost 
increases  to  the  consumer  and  the  fact  that  most  media  are  generally  exempt  from 
the  sales  and  use  tax  in  the  U.S.A. 

Telephone  answering  - 

Telephone  answering  services  are  not  extensively  taxed  in  the  U.S.A.  Only 
Connecticut  and  Ohio  levy  a  tax  on  such  services  under  their  sales  and  use  tax 
legislation. 

Real  property  construction  - 

Many  of  the  states  tax  real  property  construction  and  demolition  in  the  same 
manner  as  Ontario;  i.e.,  taxation  of  tangible  personal  property  inputs  and 
taxable  services.  However,  two  states,  Mississippi  and  Iowa,  tax  gross 
construction  contract  prices. 

Mississippi  imposes  its  tax  at  the  rate  of  2  1/2  percent  on  the  construction 
contract  price,  compared  to  the  general  rate  of  tax  of  6  percent,  and  Iowa 
imposes  its  tax  on  the  contract  price  at  the  general  rate  of  4%.  Because  the 
gross  contract  price  is  taxed,  the  inputs  into  the  contract  are  exempt  from 
tax. 

The  tax  on  construction  services  is  levied  on  the  prime  contractor;  the 
rationale  being  that,  in  that  way,  the  tax  will  be  collected  by  one  person  from 
the  final  consumer.  The  prime  contractor  is  entitled  to  issue  an  exemption 
certificate  to  any  sub-contractor.  The  concept  of  levying  the  tax  on  the  prime 
contractor  has  resulted  in  some  confusion  as  to  who  is  liable  for  the  tax,  as 
more  than  one  contractor  may  fulfill  the  role  of  a  prime  contractor  on  a 
particular  assignment.  Additionally,  this  area  is  further  complicated  by  the 
fact  that  out-of-state  contractors  render  services  in  the  state,  resulting  in 
leakage  in  the  system.  There  has  been  an  unwillingness  on  the  part  of  these 
contractors  to  register  as  vendors  or  for  their  customers  to  self-assess  the 
tax. 
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A  number  of  states  do  levy  their  sales  and  use  tax  on  repairs  and  maintenance 
to  real  property.  The  taxation  of  repairs  and  maintenance  to  real  property 
has  not  been  addressed  here  as  it  is  considered  beyond  the  scope  of  our  study. 
It  is  however  interesting  to  note  that  a  number  of  states  which  do  tax  this 
service,  e.g.,  Connecticut,  will  exempt  the  contract  price  so  long  as  the 
contract  is  capitalized  for  federal  income  tax  purposs .  If  the  contract  is 
not  capitalized  for  federal  income  tax  purposes  Connecticut  will  consider  the 
contract  as  being  for  repairs  and  maintenance  to  real  property  subject  to  the 
sales  and  use  tax.  Further  study  in  this  area  may  be  of  interest  if  Ontario 
is  considering  a  partial  expansion  of  the  sales  tax  base  in  the  area. 

Personal  services: 


The  taxation  of  personal  services  is  clearly  the  predominant  area  for  expansion 
of  the  sales  and  use  taxes  in  the  U.S.A.  Personal  services  lend  themselves 
particularly  well  to  a  sales  and  use  tax,  as  these  services  are  usually 
delivered  from  a  fixed  place  of  business  and  may  be  administered  in  a  similar 
manner  to  the  retail  sales  tax  on  tangible  personal  property.  Additionally, 
the  expansion  of  the  tax  base  to  include  these  services  is  generally  not 
considered  to  add  to  the  regressive  nature  of  a  sales  and  use  tax.  That  is, 
the  consumption  of  personal  services  usually  increases  as  individual  income 
rases.  It  is  interesting  to  note  however  that  the  expansion  of  the  tax  into 
this  area  is  not  considered  to  add  significantly  to  the  revenues  of  the 
jurisdictions  involved.  Further  details  on  the  potential  revenue  for  Ontario 
are  provided  in  Chapter  7. 

Of  the  personal  services  under  review,  laundry  and  dry  cleaning  services  and 
club  dues  seem  to  be  the  most  commonly  targeted  for  tax.  As  noted  in  Schedule 
3,  some  ten  states  tax  laundry  and  dry  cleaning  services.  These  services  are 
usually  taxed  under  the  provisions  dealing  with  repairs  and  maintenance  of 
tangible  personal  property.  Additionally,  those  states  which  tax  this  service 
also  tax  clothing.  Those  states  which  do  tax  repairs  and  maintenance  to 
tangible  personal  property  and  do  not  tax  clothing,  exempt  laundry  and  dry 
cleaning  from  their  tax  base.  The  tax  on  these  services  is  relatively  easy  to 
administer,  as  the  businesses  are  usually  store-front  operations  and  can  be 
administered  in  a  similar  manner  to  retail  operations. 

Club  dues  are  taxed  extensively.  The  taxing  of  this  service  is  considered  very 
progressive,  as  it  is  generally  levied  on  those  individuals  who  are  in  higher 
income  categories.  Most  of  the  states  which  tax  club  dues  provide  exemptions 
for  club  dues  under  a  certain  dollar  level  and  for  those  dues  which  are  paid  to 
organizations  which  are  considered  socially  beneficial. 
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As  noted  on  Schedule  3,  a  number  of  states  tax  hairstyling/barbering,  funeral, 
escort,  and  gardening  services.  Revenues  from  these  operations  are  nominal  and 
there  appears  to  be  no  consistent  basis  for  inclusion  or  exemption  of  these 
services  from  the  tax  bases  under  review. 
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SCHEDULE  1 

SUMMARY  OF  TAXABLE  PROFESSIONAL  SERVICES  BY  STATE 


Page 

General  business 
consulting 

Connecticut  26 

X 

No  other  professional  services  are  subject  to  a  sales  and  use  tax  by  any  state 
in  the  U.S.A. 
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SCHEDULE  2 

SUMMARY  OF  TAXABLE  COMMERCIAL  SERVICES  BY  STATE 


Page  Computer 


Connecticut 

26 

X 

Ohio 

36 

X 

New  York 

42 

X 

New  Jersey 

47 

Mississippi 

50 

Iowa 

54 

Te lephone 

Advertising  Construction  answering 

X  X 

X 

X 

X  X 
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SCHEDULE  3 

SUMMARY  OF  TAXABLE  PERSONAL  SERVICES  BY  STATE 


Page 

Laundry/ 
dry  cleaning 

Hairstyling/ 

barbering  Funeral  Escort  Clubs 

Gardening 

Connecticut 

26 

X 

X 

New  York 

42 

X 

X 

New  Jersey 

47 

X 

Mississippi 

50 

X 

Iowa 

54 

X 

X  X 

Florida 

58 

X 

Kansas 

61 

X 

X 

Vermont 

64 

X 

North  Carolina 

67 

X 

X  X 

Texas 

70 

X 

X 

South  Carolina 

74 

X 

Washington 

77 

X 

West  Virginia 

80 

X 

Wisconsin 

83 

X 
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Relevant  services: 

-  general  business  consulting 

advertising  (limited  to  commercial  and  industrial  marketing,  development, 

testing  and  research  services) 

computer 

telephone  answering 

-  landscaping 

-  clubs 

Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  levied  on  sales  at  retail  of  tangible  personal  property 
and  taxable  services  at  the  rate  of  7  1/2  percent.  The  tax  on  club  dues  is 
levied  under  the  Admissions,  Dues  and  Cabaret  Tax  at  the  rate  of  10  percent. 

Overview  of  taxable  services: 

Connecticut  was  one  of  the  first  states  to  expand  its  sales  and  use  tax  to 
encompass  services.  The  expansion  incurred  in  1975  when  the  state  was  looking 
for  increased  revenues  in  order  to  support  an  increased  population  and 
industrial  base.  The  services  included  in  the  expansion  of  the  tax  base  were: 

-  computer  and  data  processing; 

-  credit  information; 

-  collection  agencies; 

-  personnel  agencies; 

commercial  and  industrial  marketing,  development,  testing  and  research; 

-  private  investigation  and  protection; 
painting  and  lettering; 

-  interior  design; 

-  telephone  answering; 

-  stenographic; 

services  to  industrial,  commercial  or  income-producing  real  property; 

-  business  analysis  and  management;  and 

-  piped-in  music. 

The  success  of  the  expansion  of  the  sales  and  use  tax  was  primarily  predicated 
on  the  fact  that  the  state  does  not  impose  a  personal  income  tax  and  the  taxable 
services  were  primarily  considered  to  be  directed  at  the  consumer.  We  under¬ 
stand  that  the  absence  of  a  personal  income  tax  greatly  facilitated  the 
introduction  of  the  tax  on  services,  because  individuals  in  this  state  did  not 
view  themselves  as  being  over  taxed  in  relation  to  their  neighbours  in  other  states. 
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With  any  introduction  or  expansion  of  the  sales  and  use  tax,  one  would  normally 
expect  certain  initial  problems  in  definition  and  licensing  of  those  individuals 
required  to  collect  the  tax.  However,  according  to  state  officials,  this  did 
not  seem  to  be  the  case  in  Connecticut.  The  representations  by  the  state 
officials  that  licensing  was  not  a  problem  could  in  part  stem  from  the  fact 
that  this  state  does  not  operate  in  a  deficit  position.  As  such,  the  state's 
enforcing  activities  appear  to  be  quite  limited,  as  evidenced  by  the  size  of 
the  administration  of  the  State  Revenue  Commission,  which  administers  23  taxes 
generating  over  $2.54  billion  in  revenues.  The  total  compliment  of  staff  of 
the  State  Revenue  Commission  is  approximately  five  hundred  people,  which  is 
seemingly  small  given  the  revenue  and  number  of  taxes  administered.  It  appears 
from  our  discussions  with  state  revenue  officials  that  the  approach  to  enforcing 
the  tax  is  that  of  targeting  areas  for  review  in  order  to  generate  further 
revenues  for  the  purpose  of  balancing  the  budget.  This  was  particularly  evident 
in  the  case  of  the  large  accounting  firms  operating  in  the  state  whose  business 
encompassed  business  management  and  analysis  (general  business  consulting).  It 
was  not  until  1979,  following  a  complaint  from  a  competitor,  that  the  state 
began  to  enforce  the  law  and  collect  the  tax  from  these  accounting  firms. 

The  extension  of  the  sales  and  use  tax  to  services  apparently  did  not  receive 
extensive  review  or  consultation  prior  to  implementation.  The  expansion  took 
place  as  a  result  of  review  of  a  legislative  committee  looking  for  new  options 
but  without  a  formal  consultation  of  business  or  assessment  of  the  impact.  We 
understand  that  it  was  concluded  at  that  time  that  expansion  of  the  tax  base  to 
these  specific  services  would  have  the  least  impact  on  the  economy  and  would  be 
targeted  at  those  businesses  and  individuals  which  were  not  currently  burdened 
by  tax. 

Some  of  the  definitions  used  in  Connecticut  seem  to  be  very  broad  and  could 
lead  to  problems  in  interpretation.  For  example,  in  the  area  of  advertising 
services  Connecticut  has  chosen  to  limit  the  tax  base  to  those  services  which 
can  be  considered  commercial  and  industrial  marketing,  development,  testing  and 
research  services.  Specifically  excluded  from  this  definition  is  the  placement 
of  advertisements  by  agencies  in  the  media. 

Difficulties  arise  in  situations  where  an  advertising  agency  contract 
encompasses  the  rendering  of  tangible  personal  property,  taxable  services 
and  exempt  services.  The  primary  concern  is  how  to  divide  the  contract 
price  between  these  elements  on  a  reasonable  and  fair  basis.  Although,  the 
State  Revenue  Commission  officials  indicated  that  it  was  their  view  that  a 
contract  would  be  tainted  where  there  is  a  mix  of  taxable  and  non-taxable 
components  such  that  the  whole  contract  is  subject  to  tax,  litigation  (Taylor 
Management  Co.,  Superior  Court  of  Connecticut,  August  18,  1981)  in  the  state 
may  have  effectively  overturned  this  policy,  although  the  state  continues  the 
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administrative  position  that  the  entire  contract  is  subject  to  tax.  This  case 
deals  with  management  services,  which  are  taxed  in  the  state,  and  the  pass¬ 
through  of  expenses  incurred  on  behalf  of  the  client;  if  the  client  was  billed 
without  distinguishing  between  the  taxable  element  and  the  non-taxable  element 
the  entire  contract  is  subject  to  tax.  The  Court  found  the  policy  to  be  an 
arbitrary  rule  which  sweeps  away  all  statutory  distinction  and  assesses  a  tax 
upon  100  percent  of  the  gross  receipts  of  any  taxpayer  rendering  management 
services,  regardless  of  how  small  a  percentage  such  services  constitute  of  the 
total  services  performed,  unless  the  taxpayer  had  the  foresight  to  charge  its 
customers  on  a  pass-through  basis.  This  case  establishes  the  principle  that  a 
separation  of  taxable  and  non-taxable  services  is  provided  by  the  statute  and 
that  the  administrative  policy  is  improper. 

Further  problems  arise  in  situations  where  an  advertising  agency  creates  a 
tangible  personal  property  as  part  of  an  advertising  activity  and  retains  such 
property  for  its  own  use.  In  this  situation  the  state  taxes  the  agency  on  its 
inputs.  However,  questions  arise  as  to  when  advertising  materials  have  been 
retained  for  own  use,  rather  than  provided  for  the  use  of  a  client.  This  is  not 
an  uncommon  situation,  as  we  find  it  in  numerous  cases  in  Ontario.  The  Ontario 
situation  is  further  complicated  because  the  agency  is  itself  taxed  on  the 
creation  of  this  material  as  goods  for  own  use.  Goods  made  for  own  use  are  not 
taxed  in  the  U.S.A.  as  such  taxation  is  unconstitutional. 

Connecticut  has  taken  a  very  broad  approach  to  defining  computer  services 
which  are  taxed  under  its  sales  and  use  tax  legislation.  The  legislation 
defines  this  service  as  "computer  and  data  processing  services  such  -  services 
mean  and  include  providing  computer  time,  storage  and  filing  of  information, 
retrieving  or  providing  access  to  information,  design,  implementation  or 
converting  systems,  providing  consulting  services  and  conducting  feasibility 
studies".  This  definition  brings  into  the  tax  base  a  substantial  portion  of  the 
computer  industries  and  many  other  businesses  which  utilize  computers  in 
rendering  services.  Questions  not  only  arise  as  to  whether  a  particular 
activity  involving  a  computer  is  taxable  but  also  whether  a  business  service 
which  utilizes  a  computer  as  part  of  its  service  is  subject  to  tax.  For 
example,  should  a  trust  company  acting  as  a  safe-keeper  and  providing  monthly 
financial  statements  to  its  clients,  charge  tax  on  those  statements  because  the 
information  is  primarily  generated  from  computer  based  information?  Some  of  the 
problems  addressed  by  Connecticut  in  this  area  are  as  follows: 

(1)  Computer  storage  -  off-line  storage  of  computer  data  is  excluded  from  the 
tax  base;  on-line  storage  of  computer  data  is  included  in  the  tax  base. 

This  decision  of  the  state  seems  inconsistent  with  the  regulation  which 
includes  in  the  definition  of  taxable  services  "storage  and  filing  of 
information" . 
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(2)  Information  services  -  on-line  telemetry  of  information  retrieved  through  a 
CRT  unit  is  subject  to  the  tax.  How  do  you  assess  the  tax  on  this  service 
if  it  is  rendered  by  out-of-state  vendors  and  there  is  no  evidence  that  it 
was  used? 

(3)  News  service  -  are  these  services  subject  to  the  tax  because  they  are 
considered  computer  or  data  processing  services,  are  they  subject  to  the 
tax  under  rental  provisions  for  the  equipment  or  are  they  exempt 
information  services?  The  state  has  not  set  a  clear  policy  for  news 
services,  rather  they  will  look  at  each  situation  on  its  own  merits. 

(4)  Billing  services  -  where  billing  services  are  rendered  to  a  doctor  with 
the  use  of  a  computer  they  are  considered  taxable,  whereas  when  they  are 
rendered  manually  by  a  bookkeeper  they  are  not  subject  to  the  tax.  Thus, 
there  seems  to  somewhat  of  an  inequity  in  the  levying  of  tax. 

Introduction  of  the  sales  and  use  tax  to  services  was  aided  by  the  use  of  a  tax 
rate  of  3  1/2  percent,  instead  of  the  general  rate  of  7  1/2  percent.  However, 
the  lower  rate  for  services  added  to  complications  in  administration,  as  many 
activities  of  business  included  both  those  services  which  were  subject  to  a  3 
1/2  percent  rate  and  sales  of  tangible  personal  property  which  were  subject  to 
the  general  rate  of  7  1/2  percent.  These  difficulties  were  removed  in  1981  when 
Connecticut  increased  the  rate  of  tax  on  services  to  7  1/2  percent. 

The  law: 

Connecticut  General  Statute,  Title  12,  Chapter  219,  Sales  and  Use  Tax  Act 
Section  12-408.  The  sales  tax  - 

(1)  Imposition  and  rate  of  tax.  For  the  privilege  of  making  any  sales  ...  at 
retail,  in  the  state  for  consideration  a  tax  is  hereby  imposed  on  all 
retailers  at  the  rate  7  1/2  percent  of  the  gross  receipts  of  any  retailer 
for  the  sale  of  all  tangible  personal  property  sold  at  retail  or  from  the 
rendering  of  any  services  constituting  a  sale  ... 

Section  12-407.  Definitions  - 

(2)  "Sales  and  selling"  means  and  includes: 

(i)  the  rendering  of  certain  services  for  consideration  exclusive  of 
services  rendered  by  an  employee  for  his  employer,  as  follows: 


29 


CHAPTER  3 


CONNECTICUT 


(a)  computer  and  data  processing  services,  including  but  not 
limited  to  time; 

(d)  commercial  and  industrial  marketing,  development,  testing  and 
research  services; 

(h)  telephone  answering  services; 

( j )  services  to  industrial,  commercial  or  income-producing  real 
property,  including  but  not  limited  to  such  services  as 
management,  maintenance,  janitorial,  electrical,  plumbing, 
painting,  carpentry,  landscaping  and  exterminating;  ... 

(k)  business  analysis  and  management  services;  ... 

Regulation  12-426-26.  Services  to  industrial,  commercial  and  income-producing 
property  - 

(a)  general  rule:  retailers  engaged  in  rendering  of  services  for  considera¬ 
tion  to  existing  industrial,  commercial  and  income-producing  real 
property  in  this  state  are  subject  to  tax,  and  must  register  ...  and 
must  assess  and  collect  the  tax  due  thereon  from  the  purchaser  ...  A 
purchaser  may  issue  a  resale  certificate  for  the  services  only  in  those 
cases  where  services  are  being  resold. 

(b)  The  list  of  services  subject  to  the  tax  includes  but  is  not  limited  to 
(partial  listing): 

8.  landscaping; 

16.  demolition. 

(c)  Although  the  tax  does  apply  to  services  rendered  to  existing  industrial, 
commercial  or  income-producing  real  properties ,  the  tax  does  not  apply  to 
services  rendered  in  the  construction  of  new  property  or  services 
rendered  with  respect  to  renovations  of  any  such  real  property  if  the 
costs  of  such  renovation  is  capitalized  for  federal  income  tax 
purposes . ^ ) 


(1)  Exemption  from  the  tax  on  these  services  is  provided  for  rental  property 
which  house  three  or  less  families. 
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Regulation  12-426-27.  Enumerated  services. 

(a)  The  rendering  of  the  following  enumerated  services  for  consideration  ... 
on  or  after  July  1,  1975,  shall  be  a  sale  and  subject  to  the  sales  tax. 
...  A  purchaser  may  issue  a  resale  certificate  only  in  those 
circumstances  where  said  services  are  being  resold  without  charge. 

(b)  Enumerated  services. 

(1)  Computer  and  data  processing  services.  Such  services  mean  and 

include  providing  computer  time,  storage  and  filing  of  information, 
retrieving  or  providing  access  to  information,  designing, 
implementing  or  converting  system,  providing  consulting  services, 
and  conducting  feasibility  studies  ... 

(4)  Commercial  and  industrial  marketing,  development,  test  and  research 
services . 

(A)  Marketing  services  shall  mean  and  include  the  business 
activities  involved  in  directing  the  flow  of  goods  and  services 
from  producer  to  consumer  or  user.  It  includes,  but  is  not 
limited  to  the  decision-making  process  concerning  what  to 
produce  for  whom  to  produce  it,  and  how  to  produce,  where  and 
how  to  sell  a  product,  and  for  what  price  to  sell  the  product. 

Examples  of  marketing  services  include  informing  a  client  or 
customer  as  to  the  volume  of  sales  made  in  a  particular 
geographical  location  during  specified  periods  of  time  and 
assisting  a  client  in  determining  the  best  publication  for 
advertising  the  client's  products  based  on  the  different 
publication  serving  a  particular  geographical  location  and 
publications  circulation  and  to  whom  the  publications  are 
circulated. 

(B)  Advertising  per  se  does  not  constitute  a  taxable  service. 
Advertising  is  defined  as  the  use  of  paid  space  or  time  for 
presentation  of  sales  messages. 

(C)  Development  services  means  and  includes  the  application  for  a 
specific  purpose  of  theories  and  facts  produced  and  services. 
Such  services  include  tax  or  processing  involving  creating 
products  and  services  and  progressing  towards  desired  states. 
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(D)  Testing  services  means  and  includes  the  subjection  to 
conditions  that  disclose  the  true  quality  or  character  of  any 
product,  substance  or  element.  Such  services  include 
processing  done  to  determine  the  existence,  quality  or  the 
genuineness  of  any  product,  substance  or  element. 

(E)  Research  services  means  and  includes  systematically  investi¬ 
gating,  gathering,  recording  and  analyzing  data  relating  to  the 
marketing  of  goods  and  services  to  the  development  and  testing 
of  ideas  and  products.  Examples  of  research  services  include 
conducting  usage,  attitude  and  awareness  studies,  evaluating 
the  market  for  a  new  product,  conducting  product  use,  style  and 
taste  tests  doing  image  studies,  evaluation  of  the  media  and 
studying  behaviour  and  motivation. 

(8)  Telephone  answering  services.  Said  services  include  transmitting  of 
telephone  messages  to  the  clients  of  those  engaged  in  the  business 
of  providing  such  services. 


(10)  Business  analysis  and  management  services. 

(A)  Business  analysis  services  means  and  includes  examining  data 
relating  to  the  client's  business,  to  the  marketing  of  client's 
goods  and  services  and  to  the  client's  internal  operations  in 
giving  conclusions  and  making  recommendations  based  on  such 
analysis . 

(B)  Business  management  services  means  and  includes  the  furnishing 
of  a  wide  variety  of  general  or  specialized  management 
consulting  services,  such  as  business  analysis,  business 
research  and  industrial  management ,  marketing  research  and 
personnel  management  and  training. 

(c)  Where  services  enumerated  in  subsection  (b)  are  performed  by  an  employee 
for  his  employer,  the  wages,  salaries  or  other  compensation  received  by 
the  employee  do  not  constitute  receipts  subject  to  sales  and  use  tax. 

(d)  Services  enumerated  in  subsections  (b)  (1),  ...  (4)  ...  (10)  are  usually 
rendered  in  the  form  of  a  report  by  a  service  agency  to  its  customers  . 
Such  reports  are  taxable  whether  given  in  written  or  any  form,  if 
delivered  to  or  intended  for  use  in  the  State  of  Connecticut. 


32 


CHAPTER  3 


CONNECTICUT 


Permits  required: 

Every  retailer  selling  services  or  tangible  personal  property  within  the  state 
must  obtain  a  permit. 

Reports : 

Returns  must  be  filed  on  or  before  the  last  day  of  each  month  except  that 
returns  from  persons  whose  total  tax  liability  for  the  12  month  period  ending  on 
the  preceding  December  30,  was  less  than  $4,000  are  due  on  or  before  the  last 
day  of  the  month  following  each  calendar  quarter. 

Collections : 

The  taxes  are  payable  to  the  retailer  by  the  purchaser,  such  retailers  are 
liable  for  the  collection  of  the  tax. 

Dues  tax: 

A  very  general  dues  tax  is  levied  on  payments  to  organizations  for  the  privilege 
of  membership  at  the  rate  of  10  percent. 

Section  12-543.  Dues  or  initiation  fees  tax. 

(a)  There  is  hereby  imposed  a  tax  equivalent  to  ten  percent  of  any  amount 
paid  as  dues  or  initiation  fees  to  any  social,  athletic  or  sporting  club. 
Such  tax  shall  be  imposed  upon  the  club  receiving  such  amounts. 
Reimbursement  for  such  tax  shall  be  collected  by  the  club  from  the 
member.  Such  reimbursement,  termed  "tax”,  shall  be  paid  by  the  member  to 
the  club  charging  the  dues  or  initiation  fees.  Such  tax  when  added  to 
the  amounts  charged  shall  be  a  debt  from  the  member  to  the  club  charging 
such  amounts  and  shall  be  recoverable  at  law. 

(b)  (1)  A  club  shall  be  exempt  from  the  dues  tax  if  the  annual  dues  of  a 

member  enjoying  full  privileges  and  any  initiation  fees  required  of 
such  a  member  are  each  fifty  dollars  or  less. 

Section  12-540.  Definitions. 

(5)  "Dues”  shall  include  assessment  charges  to  members  irrespective  of  the 
purpose  for  which  made  and  any  charges  for  social  athletic  or  sporting 
privileges  or  facilities  for  any  period  of  more  than  six  days  but  not 
including  charges  made  for  instruction  or  charges  for  special  assessments 
made 
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(A)  for  the  construction  or  reconstruction  of  any  social,  athletic  or 
sporting  facility  or 

(B)  for  the  construction  or  reconstruction  of  any  capital  addition  to 
any  such  facility  or 

(C)  for  furnishings  or  fixtures,  including  installation  charges,  for  any 
such  facility,  to  the  extent  that  such  furnishings  or  fixtures  are 
required,  by  reason  of  the  construction  or  reconstruction  described 
in  subdivision  (A)  or  (B)  of  this  subsection,  for  the  use  of  such 
facility  upon  completion  of  such  construction  or  reconstruction; 
except  that ,  in  the  case  of  any  such  amount  which  is  not  expended 
for  such  construction,  reconstruction,  furnishings  or  fixtures, 
including  installation  charges,  within  three  years  after  the  date  of 
payment  of  such  amount,  the  exemption  provided  by  this  subsection 
shall  cease  to  apply  upon  the  expiration  of  such  three-year  period, 
and  the  club  or  organization  shall  be  liable  for  any  tax  imposed. 

(6)  "Initiation  fees"  shall  include  any  payment,  contribution  or  loan 

required  as  a  condition  precedent  to  membership  whether  or  not  any  such 
payment,  contribution  or  loan  is  evidenced  by  a  certificate  of  interest 
or  indebtedness  or  share  of  stock. 

(8)  "Club"  means  any  organization  which  is  either  owned  or  operated  by  its 
members,  or  both. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 's 

% 

-  sales  and 

use  tax 

$1,104,136 

43.5% 

corporate 

franchise  taxt 

535,899 

21.1% 

-  admission, 

cabaret  tax 

12,444 

0.5% 

all  other 

sources 

885,847 

34.9% 

$2,538,326 

100.0% 

t  generally  levied  at  the  rate  of  11.5  percent  on  net  income. 
The  state’s  economy: 

Population  (1983)  3,138,000;  total  area  5,009  square  miles. 
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The  foundation  of  Connecticut's  economy  is  manufacturing,  which  employs  about 
one-third  of  the  state's  work  force.  In  addition  to  military  products  such  as 
helicopters,  submarines,  aircraft  engines,  guns,  and  ammunition,  Connecticut 
manufacturers  produce  a  wide  variety  of  goods.  Among  the  items  that  have  been 
manufactured  in  Connecticut  by  long  tradition  are  pins,  clocks,  silverware,  and 
sewing  machines. 

Since  1870,  agriculture  has  declined  in  importance,  and  it  is  a  relatively  minor 
element  in  the  economy. 

Connecticut  often  is  referred  to  as  the  nation's  insurance  centre  and  Hartford 


as  The  Insurance  City.  Some  of  the 
States  are  based  in  Connecticut. 

Contacts : 

Mr.  Pasquate  Barbato 
Deputy  Commissioner  of  Revenue  Services 
Department  of  Revenue  Services 
92  Farmington  Avenue 
Hartford,  Connecticut  06105 
(203)  566-7181 

Mr.  Sam  J.  Karam 
Director  Legal  Research  and 
Public  Information  Division 
Department  of  Revenue  Services 
(203)  566-2504 

Mrs.  Anita  LoAlbo 
Assistant  Council 
Connecticut  Business  and 
Industrial  Association 
370  Asylum  St. 

Hartford,  Connecticut  06106 


t  insurance  companies  of  the  United 


Ms.  Alice  Simon 
Assistant  Director  of 
Communications 
250  Constitution  Plaza 
Hartford,  Connecticut  06103 
(203)  525-4451 

Mr.  John  A.  Hess 

Tax  Partner 

Price  Waterhouse 

707  Summer  Street 

Stamford,  Connecticut  06904 

(203)  358-0001 
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SALES  AND  USE  TAX 


Relevant  service: 

-  computer  services 
Persons  and  sales  subject  to  tax: 

The  sales  and  use  tax  is  imposed  on  the  sale  and  use  of  tangible  personal 
property  and  taxable  services  at  the  rate  of  4  percent. 


Overview: 


Ohio  considered  expanding  its  sales  and  use  tax  to  all  professional  and  personal 
services  in  late  1982  when  searching  for  additional  sources  of  revenue. 
Legislation  was  introduced  to  tax  professional  and  personal  services  at  the 
general  rate  of  4  percent.  There  developed  a  strong  lobby,  particularly  with 
regard  to  professional  services,  which  eventually  resulted  in  the  withdrawal  of 
the  proposed  legislation. 

Extension  of  the  sales  and  use  tax  to  professional  services  would  have  added 
substantially  to  the  tax  revenues  of  the  state.  Our  discussion  with  Ohio 
state  officials  would  indicate  that  the  tax  base  was  not  expanded  to  include 
professional  services  as  a  direct  result  of  this  significant  lobbying  effort. 

The  primary  thrust  of  the  objections  was  that  small  business  and  the  consumer 
would  be  greatly  burdened  by  this  tax  and  that  large  business  would  not  be 
significantly  impacted  as  it  could  afford  to  have  these  professional  services 
rendered  by  company  employees.  The  U.S.  constitution  prohibits  such  taxation  of 
services  by  employees. 

Instead  of  extending  the  sales  and  use  tax  base  to  all  such  services,  the  state 
imposed  an  increase  in  the  corporations  franchise  tax  and  personal  income  tax 
effective  January  1,  1984: 


Before  the  Change 


After  the  Change 


Corporations  franchise  tax  4.6%  on  first  $25,000t  5.1%  on  first  $25,000t 

and  8.7%  on  the  excess  and  9.2%  on  the  excess 


Personal  income  tax 


graduated  rates  with  a 
maximum  3.5%  on  amounts 


graduated  rates  with  a 
maximum  5.7%  over 


over  $40,0001 


$40,000t  and  9.5%  over 

$100,0001 


t  of  taxable  income 
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The  only  item  that  survived  the  withdrawal  of  the  legislation  dealing  with 
expansion  of  the  tax  to  professional  and  personal  services  was  that  of  automatic 
data  processing  and  computer  services.  The  intent  of  the  legislation  was  to  tax 
those  services  that  could  be  directly  identified  with  that  of  processing 
information  and  the  implementation  of  a  computer  system.  Although,  the 
legislation,  as  introduced,  encompassed  the  intended  taxable  services  it  also 
brought  into  the  tax  base  a  number  of  other  services  that  are  closely  related  to 
automatic  data  processing  and  computer  services  which  were  not  intended  to  be 
taxed.  The  problems  arose  with  accounting  firms  whose  activities  encompassed 
the  use  of  computers  in  rendering  services  to  and  consultation  with  clients  on 
the  acquisition,  installation  and  implementation  of  computer  based  systems. 
Lobbying  by  these  firms  resulted  In  amendments  to  the  law  in  the  fall  of  1984, 
which  were  specifically  addressed  to  accounting  firms  and  enumerated  those 
services  which  are  not  considered  taxable. 

One  Ohio  official  indicated  that  the  accounting  firms  were  accommodated  for  a 
number  of  reasons: 

-  revenue  loss  was  not  significant; 

-  administration  was  difficult  in  these  peripheral  areas; 

there  were  difficulties  in  discerning  taxable  and  non-taxable  services; 

-  these  services  were  offered  by  a  wide  variety  of  businesses  making 
administration  difficult;  and 

-  the  tax  on  these  peripheral  services  would  have  to  be  borne  by  small 
business . 

The  Ohio  legislation  provided  for  a  special  license  for  taxpayers  engaged  in 
automatic  data  processing  and  computer  services.  However,  as  most  of  these 
taxpayers  were  previously  licensed  under  the  general  provisions  of  the  Ohio 
sales  and  use  tax,  they  did  not  bother  applying  for  this  special  license,  nor 
did  the  state  enforce  the  use  of  these  special  licenses.  It  is  therefore 
difficult  for  the  state  to  determine  the  increase  in  revenue  as  a  consequence  of 
this  expansion.  The  resulting  revenues  from  expansion  of  the  sales  tax  to  data 
processing  and  computer  services  has  been  estimated  to  be  approximately  $20 
million,  or  1  percent  of  revenues  from  sales  and  use  taxes. 

There  was  apparently  no  significant  objection  to  the  expansion  of  the  tax  nor 
was  there  any  significant  movement  of  business  out  of  the  state  as  a  consequence 
of  its  introduction. 

There  does  exist  leakage  in  this  system,  particularly  with  regard  to  smaller 
businesses  which  offer  these  services  as  a  sideline  or  as  an  integral  part  of 
its  overall  service  being  rendered  to  its  clients.  Additionally,  leakage  occurs 
on  suppliers  from  out  of  the  state,  as  it  is  difficult  to  identify  those  users 
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of  the  services  in  Ohio.  The  reciprocal  arrangements  Ohio  has  with  its 
neighbouring  states  do  not  seem  to  be  that  effective,  as  those  neighbouring 
states  do  not  tax  computer  services  and  computer  services  are  not  part  of  the 
normal  audit  procedures  undertaken.  Ohio  is  therefore  required  to  extend  its 
own  sales  and  use  tax  audits  to  include  the  non-reporting  of  tax  on  these 
services  rendered  by  out  of  state  companies.  There  is  also  difficulty  in 
administering  those  users  of  services  where  the  supplier  of  the  service  and 
payment  for  the  service  are  made  by  out  of  state  parties.  On  the  whole  the 
state  is  not  overly  concerned  as  to  this  leakage,  as  the  primary  source  of 
revenue  is  obtained  from  the  larger  system  houses  and  computer  companies  who 
were  the  primary  target  of  the  expansion  of  this  tax. 

Exemptions : 

No  significant  exemptions  apply  to  the  taxation  of  computer  services. 

Local  taxes: 


The  counties  levy  a  sales  and  use  tax  of  between  1/2  of  1  percent  on  the  same 
basis  as  the  state.  The  tax  is  administered  by  the  state. 

The  law: 

(2) 

Ohio  Revised  Code,  Chapter  7539,  Sales  Taxv 
Section  5739.01 

(B)  "Sales”  and  "selling"  include  all  of  the  following  transactions  for 
consideration  in  any  manner  ...: 

(3)  (e)  Automatic  data  processing  and  computer  services  are  or  are  to 

be  provided  for  use  in  business.  When  the  true  object  of  the 
transaction  is  the  receipt  by  the  consumer  of  automatic  data 
processing  or  computer  services  rather  than  the  receipt  of 
personal  or  professional  services  to  which  automatic  data 
processing  or  computer  services  are  incidental  or  supplemental. 
...  transactions  that  occur  between  members  of  an  affiliated 


(2)  Ohio’s  use  tax  is  found  in  other  legislation  which  is  not  described  below 
as  the  operation  is  similar  to  the  sales  tax. 


CHAPTER  3 


OHIO 


group  are  not  sales.  An  affiliated  group  means  two  or  more 
persons  related  in  such  a  way  that  one  person  owns  or  controls 
the  business  operation  of  another  member  of  the  group.  In  the 
case  of  corporations ,  one  corporation  owns  or  controls  another 
if  it  owns  more  than  fifty  percent  of  the  other  corporation's 
common  stock  with  voting  rights . 

(Y)  (1)  ’’Automatic  data  processing  and  computer  services"  means:  processing 

of  others'  data,  including  keypunching  or  similar  data  entry 
services  together  with  verification  thereof;  providing  access  to 
computer  equipment  for  the  purpose  of  processing  data  or  examining 
or  acquiring  data  stored  in  or  accessible  to  such  computer 
equipment;  and  services  consisting  of  specifying  computer  hardware 
configurations  and  evaluating  technical  processing  characteristics, 
computer  programming,  and  training  of  computer  programmers  and 
operators,  provided  in  conjunction  with  and  to  support  the  sale, 
lease,  or  operation  of  taxable  computer  equipment  or  systems. 
"Automatic  data  processing  and  computer  services”  shall  not  include 
personal  or  professional  services. 

(2)  As  used  in  divisions  (B)(3)(e)  and  (Y)(l)  of  this  section,  "personal 
and  professional  services"  means  all  services  other  than  automatic 
data  processing  and  computer  services,  including  but  not  limited 
to: 

(a)  accounting  and  legal  services  such  as  advice  on  tax  matters, 
asset  management,  budgetary  matters,  quality  control, 
information  security,  and  auditing  and  any  other  situation 
where  the  service  provider  receives  data  or  information  and 
studies,  alters,  analyzes,  interprets,  or  adjusts  such 
materials ; 

(b)  analyzing  business  policies  and  procedures; 

(c)  identifying  management  information  needs; 

(d)  feasibility  studies  including  economic  and  technical  analysis 
of  existing  or  potential  computer  hardware  or  software  needs 
and  alternatives; 

(e)  designing  policies,  procedures,  and  custom  software  for 
collecting  business  information,  and  determining  how  data 
should  be  summarized,  sequenced,  formatted,  processed, 
controlled  and  reported  so  that  it  will  be  meaningful  to 
management ; 
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(f)  developing  policies  and  procedures  that  document  how  business 
events  and  transactions  are  to  be  authorized,  executed,  and 
controlled; 

(g)  testing  of  business  procedures;  and 

(h)  training  personnel  in  business  procedure  applications. 

The  services  listed  in  divisions  (Y)(2)(a)  to  (h)  of  this  section, 
are  not  automatic  data  processing  or  computer  services. 

Permit  requirements: 

A  license  is  required  for  each  place  of  business,  from  which  sales  are  to  be 
made.  There  is  a  minimal  fee  for  the  license. 

Reports: 

Each  licensed  vendor  shall  file,  on  or  before  the  23rd  day  of  each  month,  a 
return  for  the  preceding  month.  Longer  reporting  periods  are  available  on 
application  or  approval  of  the  Commissioner. 

Collection: 

The  tax  is  paid  by  the  consumer  and  collected  by  the  vendor  and  added  to  the 
sales  price.  Tax  is  due  with  the  return.  If  the  return  is  filed  and  the  tax 
paid  on  or  before  the  due  date  of  the  return,  the  vendor  is  entitled  to  a 
discount  of  1  1/2  percent  of  the  tax  due  after  deduction  of  all  credits. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 ’s 

% 

-  corporate  franchise  tax 

$  415,017 

6.2  % 

personal  income  tax 

972,089 

14.4% 

-  sales  and  use  tax 

2,004,589 

29.8% 

all  other  sources 

3,390,311 

49.6% 

$6,782,006 

100.0% 
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As  a  result  of  the  increase  in  personal  and  corporate  taxes  effective  January  1, 
1984,  the  revenue  from  these  taxes  is  expected  to  exceed  those  of  the  sales  and 
use  tax  in  1985. 

The  state's  economy: 

Population  (1983)  10,746,000;  total  area  41,222  square  miles. 

A  good  physical  location,  a  rich  store  of  natural  resources,  productive  soils, 
and  ample  transportation  facilities  made  Ohio  one  of  the  first  great  industrial 
states  in  the  nation.  More  than  half  of  the  nation's  population  is  within  500 
miles  (800  kilometres)  of  its  borders;  coal,  iron,  water,  salt,  limestone, 
ferroalloys,  chemicals,  clays,  and  plastics  are  close  at  hand.  About  two-thirds 
of  the  raw  materials  processed  in  Ohio's  factories  come  from  its  mineral, 
agricultural,  and  forest  resources.  Although  more  than  one-fourth  of  its  labour 
force  is  employed  in  manufacturing,  its  continuing  activity  in  agriculture  and 
mineral  production  provides  economic  balance  and  diversity. 

Ohio's  manufacturing  is  its  most  important  economic  activity  and  represents  the 
largest  single  segment  of  the  state's  employment.  Non-electrical  machinery, 
fabricated  metal  products,  and  transportation  equipment  are  the  most  important 
manufacturing  enterprises  in  terms  of  employment. 


Contacts : 


Mr.  Steven  Nollen 

Deputy  Commissioner  of  Revenue 

(614)  466-5234 


Mr.  William  Driscoll 
Tax  Policy  Administrator 
Department  of  Taxation 
Tax  Policy  and  Communications 
30  East  Broad  St. 

22nd  Floor 

Columbus,  Ohio  43215 

U.S.A. 

(614)  446-6896 


Mr.  Bernie  Johnson 
Administrator  of  Sales 


Tax  Division 
(614)  466-4810 
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Relevant  services: 


-  computer  services  (limited  to  information  services) 
clubs 

-  gardening  (landscaping  -  excluding  capital  improvements) 

Persons  and  sales  subject  to  tax: 

The  sales  and  use  tax  is  levied  on  the  receipts  from  retail  sales  of  tangible 
personal  property  and  taxable  services  at  the  rate  of  4  percent. 

Overview  of  taxable  services: 

New  York  has  been  taxing  services  since  1965  and  since  that  time  has  been 
expanding  the  sales  and  use  tax  base  to  encompass  other  services.  Unlike  other 
states,  the  sales  and  use  tax  is  not  the  primary  source  of  revenue  for  New  York. 
Rather,  the  state  looks  to  the  personal  and  unincorporated  business  tax  as  its 
primary  source  of  revenue.  This  tax  amounts  to  over  50  percent  of  the  state's 
revenue  and  is  levied  at  graduated  rates.  The  top  rate  of  income  tax  is  14 
percent  on  taxable  income  in  excess  of  $23,000. 

Club  dues  and  initiation  fees  have  been  taxed  since  1965,  landscaping  has  been 
taxed  since  1981  and  computer  (information)  services  have  been  taxed  since  1983. 
There  are  a  number  of  services  taxed  in  New  York  City  that  are  not  taxed  in  the 
rest  of  the  state,  which  are  of  interest  to  our  study,  i.e.,  beauty,  barbering, 
hair  restoring  and  weight  control.  The  city's  taxes  are  collected  by  the  state 
and  are  used  specifically  to  fund  the  debt  repayment  of  the  city.  These 
services  have  been  taxed  in  New  York  City  since  1975. 

The  taxation  of  gardening  is  taxed  under  the  provisions  dealing  with  repairs 
and  maintenance  to  real  property,  which  is  similar  to  the  tax  on  this  service 
in  Connecticut.  It  is  interesting  to  note  that  a  number  of  the  states, 
inclusive  of  New  York,  take  the  approach  that  repairs  and  maintenance  to  real 
property  are  taxable,  whereas  repairs  to  tangible  personal  property  are  not. 
Additionally,  repairs  and  maintenance  to  real  property  generally  exclude  those 
items  that  are  capitalized  for  income  tax  purposes.  Gardening  is  not 
specifically  mentioned  in  the  law,  however  it  does  fall  under  the  general 
definition  found  therein.  In  order  to  simplify  the  administration  of  this 
provision,  people  who  do  not  generally  offer  their  services  to  the  public  are 
excluded  from  the  tax  base,  as  are  services  rendered  by  employees. 
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New  York  has  been  taxing  club  dues  and  initiation  fees  since  1965.  Unlike 
Connecticut,  New  York  has  chosen  to  extend  the  tax  to  assessments  for  capital 
improvements  and  initiation  fees  which  include  debentures  to  fund  the  clubs' 
activities . 

New  York  introduced  its  tax  on  computer  services  in  1983  at  the  same  time  as 
Ohio.  Unlike  Ohio  and  Connecticut,  which  define  computer  services  in  very 
general  terms,  resulting  in  an  extensive  sales  tax  base,  New  York  has  taken  a 
very  narrow  view  and  specifically  excluded  services  within  this  industry  which 
would  render  a  significant  revenue.  The  route  taken  by  New  York  is  to  only  tax 
information  services.  This  would  effectively  exclude  such  areas  as  computer 
service  bureaus.  Additionally,  excluded  from  the  information  service  definition 
are  those  services  which  can  be  considered  personal  or  individual  in  nature. 

This  exclusion  encompasses  all  reports  and  data  assembled  for  one  specific  user, 
for  example  a  survey  conducted  by  a  consultant  on  behalf  of  one  client.  Should 
that  survey  be  used  by  more  than  one  client  the  service  is  considered  taxable  as 
it  is  not  personal  or  individual  in  nature.  The  exclusion  also  extends  to  those 
areas  where  the  information  is  being  used  in  subsequent  reports.  For  example, 
where  a  service  bureau  maintains  source  deduction  tables  for  use  by  payroll 
services,  this  information  is  used  subsequently  in  the  preparation  of  payroll 
cheques  and,  accordingly,  is  considered  to  be  tax  exempt.  Thus,  New  York  taxes 
data  bases  such  as  library  services,  collection  agencies,  credit  bureaus,  and 
market  research  firms. 

Ex emptions : 

No  significant  exemptions  are  available  for  the  subject  services. 

Local  taxes: 

Most  counties  and  cities  have  adopted  a  sales  and  use  tax  which  parallels  the 
state  tax,  with  the  exception  of  New  York  City  which  has  adopted  minor 
variations.  The  local  taxes  are  administrated  by  the  state.  The  resulting 
combined  tax  rates  are  between  6  and  9  percent. 

The  law: 

New  York  State  Consolidated  Laws,  Chapter  60,  Article  28,  Sales  and  Compensating 
Us  e  Tax  Act . 

Section  1105.  Imposition  of  sales  tax  - 

...  there  is  hereby  imposed  and  there  shall  be  paid  a  tax  of  four  percent 
upon: 
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(c)  The  receipts  from  every  sale,  except  for  resale,  of  the  following 

services : 

(1)  The  furnishing  of  information  by  printed,  mimeographed  or  multi- 
graphed  matter  or  by  duplicating  written  or  printed  matter  in  any 
other  manner,  including  the  services  of  collecting,  compiling  or 
analyzing  information  of  any  kind  or  nature  and  furnishing  reports 
thereof  to  other  persons,  but  excluding  the  furnishing  of 
information  which  is  personal  or  individual  in  nature  and  which  is 
not  or  may  not  be  substantially  incorporated  in  reports  furnished 
to  other  persons ,  and  excluding  the  services  of  advertising  or 
other  agents,  or  other  persons  acting  in  a  representative  capacity, 
and  information  services  used  by  newspapers,  radio  broadcasters  and 
television  broadcasters  in  the  collection  and  dissemination  of  news. 

(5)  Maintaining,  servicing  or  repairing  real  property,  property  or 
land,  as  such  terms  are  defined  in  the  real  property  tax  law, 
whether  the  services  are  performed  in  or  outside  of  a  building, 
and  distinguished  from  adding  to  or  improving  such  real  property, 
property  or  land,  by  a  capital  improvement  ...  but  exluding 
services  rendered  by  an  individual  who  is  not  in  a  regular  trade 
or  business  offering  his  services  to  the  public,  and  excluding 
interior  cleaning  and  maintenance  services  performed  on  a  regular 
contractual  basis  for  a  term  of  not  less  than  thirty  days,  other 
than  window  cleaning,  rodent  and  pest  control  and  trash  removal 
from  buildings. 

(f)  (2)  The  dues  paid  to  any  social  or  athletic  club  in  this  state  if 

exclusive  of  the  initiation  fee,  are  in  excess  of  ten  dollars  per 
year,  and  on  the  initiation  fee  alone,  regardless  of  the  amount  of 
dues,  if  such  initiation  fee  is  in  excess  of  ten  dollars,  except 
that  the  tax  shall  not  apply  to  a  fraternal  society,  order  or 
association  operating  under  the  lodge  system  or  any  fraternal 
association  of  students  of  a  college  or  university.  Where  the  tax 
on  dues  applies  to  any  such  social  or  athletic  club,  the  tax  shall 
be  paid  by  all  members,  other  than  honorary  members,  thereof 
regardless  of  the  amount  of  their  dues,  and  shall  be  paid  on  all 
dues  or  initiation  fees  ...  In  the  case  of  a  life  membership,  the 
tax  shall  be  upon  the  amount  paid  as  life  membership  dues,  however, 
a  life  member,  other  than  an  honorary  member,  paying  an  annual  sales 
tax,  based  on  the  dues  of  an  active  annual  member,  shall  continue 
such  payments  until  the  total  amount  of  such  tax  paid  is  equal  to 
the  amount  of  tax  that  would  have  otherwise  been  due  had  the  tax 
been  imposed  at  the  time  such  paid  life  membership  has  been 
purchased  and  taxed  at  the  then  applicable  rate. 
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(6)  Dues.  Any  dues  or  membership  fees  including  any  assessment, 
irrespective  of  the  purpose  for  which  made,  and  any  charges  for 
social  or  sports  privileges  or  facilities  except  charges  for  sports 
privileges  or  facilities  offered  to  members'  guests  which  would 
otherwise  be  exempt  if  paid  directly  by  such  guests. 

(7)  Initiation  fee.  Any  payment,  contribution,  or  loan,  required  as  a 
condition  precedent  to  membership,  whether  or  not  such  payment, 
contribution  or  loan  is  evidenced  by  a  certificate  of  interest  or 
indebtedness  or  share  of  stock,  and  irrespective  of  the  person  or 
organization  to  whom  paid,  contributed  or  loaned. 

Permit  requirements: 

Persons  required  to  collect  the  tax  must  file  a  certificate  of  registration  with 
the  state  unless  already  registered  under  the  New  York  City  administrative  code 
or  a  local  sales  tax.  There  is  no  permit  fee. 

Reports : 

If  taxable  receipts,  amusement  charges  and  rents  are  less  than  $300,000  in  each 
of  the  four  preceding  quarters,  returns  are  due  quarterly  within  20  days  after 
the  last  day  of  February,  May,  August  and  November.  Returns  may  be  made 
covering  other  periods  and  on  other  dates  as  specified  by  the  Commission. 

Annual  information  returns,  which  are  required  of  persons  purchasing  or  selling 
tangible  personal  property  for  resale  and  not  required  to  collect  or  pay  any 
tax,  are  due  on  or  before  the  last  day  of  May. 

Collection: 

The  tax  is  paid  when  filing  the  return. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 's  % 


-  personal  and  unincorporated  business  income  tax 

$  8,275,754 

50.6% 

sales  and  use  tax 

3,531,930 

21.6% 

-  corporations  tax 

1,356,178 

8.3% 

all  other  sources 

3,  190,457 

19.5% 

$16,354,  319 

100.0% 
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The  state’s  economy: 

Population  (1983)  78,468,000;  total  area  7,836  square  miles. 

New  York  is  represented  in  every  economic  category  designated  by  the  Federal 
Bureau  of  the  Census.  In  comparison  with  the  rest  of  the  United  States,  New 
York's  economy  has  a  disproportionately  large  share  of  the  country's  activity 
in  the  fields  of  wholesale-retail  trade,  finance-insurance-real  estate, 
transportation-communications-public  utilities  services,  manufacturing, 
construction,  and  government.  It  is,  however,  under-represented  in  farming, 
and  mining. 

In  spite  of  these  strengths,  New  York,  like  the  rest  of  the  nation,  has  a 
declining  proportion  of  its  population  engaged  in  manufacturing.  In  1947  more 
than  one-third  of  its  employed  population  were  in  manufacturing,  while  by  1978 
the  figure  had  shrunk  to  less  than  one-fifth.  Between  1969  and  1978  manufac¬ 
turing  employment  in  New  York  decreased  by  0.8  percent,  and  the  nation  had  a 
0.2  percent  growth.  The  growth  sectors  of  the  economy  are  non-manufacturing 
industries.  Employment  increases  in  New  York  during  the  1970's  occurred  in 
services,  in  agriculture  and  forestry,  and  in  government. 

Contacts : 

Mr.  John  Diggan 

Deputy  Commissioner  of  Revenue 
(518)  457-3746 

Mr.  William  Cappiello 
Commissioner  of  Tax  Analysis 
New  York  State  Department  of 
Taxation  and  Finance 
Executive  Branch 
Building  9 
State  Campus 
Albany,  New  York  12227 
(518)  457-3746 
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Relevant  services: 

advertising  (except  when  used  primarily  and  directly  for  newspapers 
and  magazines) 

-  gardening 

Persons  and  sales  subject  to  tax: 

The  sales  and  use  tax  is  levied  on  sales  of  tangible  personal  property  and 

taxable  services  at  the  rate  of  6  percent. 

Ex emptions : 

No  significant  exemptions  apply  to  the  subject  services. 

Local  taxes: 

Local  sales  and  use  taxes  are  levied  on  a  selective  basis,  which  are 

administered  locally,  e.g.  ,  Atlantic  City  luxury  tax. 

The  law: 

New  Jersey  Revised  Statutes,  Chapter  32B,  Sales  and  Use  Tax 

Section  54:32B-3.  Imposition  of  sales  tax 

On  and  after  ...  January  3,  1983  there  is  imposed  and  there  shall  be  paid  a 
tax  of  6  percent  upon: 

(b)  the  receipts  from  every  sale,  except  for  resale,  of  the  following 
services : 

(4)  Maintaining,  servicing  or  repairing  real  property,  other  than  a 
residential  heating  system  unit  serving  not  more  than  3  families 
living  independently  of  each  other  and  doing  their  cooking  on  the 
premises,  whether  the  services  are  performed  in  or  outside  of  a 
building,  as  distinguished  from  adding  to  or  improving  such  real 
property,  by  a  capital  improvement,  but  excluding  services  rendered 
by  an  individual  who  is  not  in  a  regular  trade  or  business  offering 
his  services  to  the  public,  and  excluding  interior  cleaning  and 
maintenance  services,  garbage  removal  and  sewer  services  performed 
on  a  regular  contractual  basis  for  a  term  of  not  less  than  3  days, 
other  than  window  cleaning,  and  rodent  and  pest  controls. 
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(5)  Advertising  services  except  advertising  services  for  use  directly 
and  primarily  for  publication  in  newspapers  and  magazines. 

Permit  requirements: 


Persons  required  to  collect  the  tax  and  persons  purchasing  taxable  property  for 
resale  must  be  registered. 

Reports : 

Generally  returns  are  due  on  or  before  the  28th  day  of  the  month  covering  sales 
of  the  preceding  month. 

Collection: 

The  tax  is  paid  with  the  return. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 's  % 


-  sales  and  use  tax 

$1,660,284 

27.1% 

-  general  income  tax 

1,391,357 

22.7% 

-  corporations  income  tax 

756,477 

12.3% 

all  other  sources 

2,319,031 

37.9% 

$6,127,149 

100.0% 

The  state's  economy: 

Population  (1983)  7,468,000;  total  area  7,836  square  miles. d) 

One  of  New  Jersey's  largest  and  most  prestigious  industries  is  research.  New 
Jersey  has  the  highest  number  of  engineers  and  scientists  per  capita  in  the 
nation,  and  in  1979  New  Jersey  firms  spent  some  10  percent  of  the  nation's 
research  dollars.  New  Jersey's  major  industry  is  chemicals,  which  employs  more 
than  14  percent  of  all  workers  in  manufacturing.  The  next  largest  is  electric 
and  electronic  equipment  manufacturing,  accounting  for  about  11  percent.  New 
Jersey  also  holds  high  national  ranking  in  the  production  of  clothing,  food, 
toys,  sporting  goods,  and  stone,  glass  and  clay  products.  The  state  is  not 
noted  for  its  mineral  deposits. 
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The  spread  of  industry  and  housing  is  costing  New  Jersey  much  of  its  farmland, 
the  most  valuable  per  acre  in  the  nation.  By  the  late  1970's  the  state  had  less 
than  751,000  acres  of  cropland,  yet  gross  farm  income  from  crops  accounted  for 
more  than  $400  million  per  year.  The  resort  industry  is  a  big  factor  in  New 
Jersey’s  economy,  especially  in  the  south,  where  a  bad  year  at  the  Shore  hurts 
the  economic  well-being  of  the  entire  region. 
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Relevant  service: 

-  construction  (contracts  in  excess  of  $10,000) 

-  laundry  and  dry  cleaning 
gardening  (landscaping  only) 

Persons  and  sales  subject  to  tax: 

The  sales  tax  is  levied  on  the  gross  proceeds  of  sales  of  business  subject  to 
tax  at  a  rate  of  between  1  percent  and  6  percent.  Construction  and  landscaping 
are  subject  to  tax  at  the  rate  of  2  1/2  percent  and  laundry  and  drycleaning  are 
subject  to  tax  at  6  percent. 

Exemptions : 

No  significant  exemptions  are  applicable  to  the  relevant  services. 

Local  taxes: 

There  are  no  local  sales  and  use  taxes  levied. 

The  law: 

(3) 

Mississippi  Statutes,  Chapter  26,  Mississippi  Sales  Tax  Law 
Section  27-65-13.  Tax  levied.  - 

There  is  hereby  levied  and  assessed,  and  shall  be  collected,  privilege  taxes 
for  the  privilege  of  engaging  or  continuing  in  business  or  doing  business 
within  this  state  to  be  determined  by  the  application  of  rates  against  gross 
proceeds  of  sales  or  gross  income  or  values,  as  the  case  may  be,  as  provided 
in  the  following  sections. 

Sec.  27-65-21.  Contracting,  etc.  - 

(1)  Upon  every  person  engaging  or  continuing  in  this  state  in  the  business 
of  contracting  or  performing  a  contract  or  engaging  in  any  of  the 


(3)  Mississippi's  use  tax  is  found  in  other  legislation  which  has  not  been 
included  as  the  operation  is  similar  to  the  sales  tax. 
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activities,  or  similar  activities,  listed  below  for  a  price,  commission, 
fee  or  wage,  there  is  hereby  levied,  assessed  and  shall  be  collected  a 
tax  equal  to  two  and  one-half  percent  (2  1/2  percent)  of  the  total 
contract  price  or  compensation  received  from  constructing,  building, 
erecting,  repairing,  grading,  excavating,  drilling,  exploring,  testing  or 
adding  to  any  building,  highway,  street,  sidewalk,  bridge,  culvert, 
sewer,  irrigation  or  water  system,  drainage,  or  dredging  system,  levee  or 
levee  system  or  any  part  thereof,  railway,  reservoir,  dam,  power  plant, 
electrical  system,  air  conditioning  system,  heating  system,  transmission 
line,  pipeline,  tower,  dock,  storage  tank,  wharf,  excavation,  grading, 
water  well,  any  other  improvement  or  structure  or  any  part  thereof  when 
the  compensation  received  exceeds  ten  thousand  dollars  ($10,000.00). 

Such  activities  shall  not  include  constructing,  repairing  or  adding  to 
property  which  retains  its  identity  as  personal  property.  The  tax 
imposed  in  this  section  is  levied  upon  the  prime  contractor  and  shall  be 
paid  by  him. 

Provided,  however,  there  shall  be  excluded  from  the  tax  levied  by  this 
section  the  contract  price  or  compensation  received  for  constructing, 
building,  erecting,  repairing  or  adding  to  any  building,  electrical 
system,  air  conditioning  system,  heating  system  or  any  other  improvement 
or  structure  which  is  used  for  or  primarily  in  connection  with  a 
residence  or  dwelling  place  for  human  beings.  Such  residences  shall 
include  homes,  apartment  buildings,  condominiums,  mobile  homes,  summer 
cottages,  fishing  and  hunting  camp  buildings  and  similar  buildings,  but 
shall  not  include  hotels,  motels,  hospitals,  nursing  or  retirement  homes, 
tourist  cottages  or  other  commercial  establishments. 

Sales  of  materials  and  services  for  use  in  the  activities  hereby  excluded 
from  taxes  imposed  by  this  section  shall  be  subject  to  taxes  imposed  by 
other  sections  in  this  chapter. 

(3)  When  the  work  to  be  performed  under  any  contract  is  sublet  by  the  prime 
contractor  to  different  persons,  or  in  separate  contracts  to  the  same 
persons,  each  such  subcontractor  performing  any  part  of  said  work  shall 
be  liable  for  the  amount  of  the  tax  which  accrued  on  account  of  the  work 
performed  by  such  person  when  the  tax  heretofore  imposed  has  not  been 
paid  upon  the  whole  contract  by  the  prime  contractor. 

Any  person  liable  for  a  tax  under  this  section  may  apply  for  and  obtain 
a  material  purchase  certificate  from  the  commissioner  which  may  entitle 
the  holder  to  purchase  materials  and  services  that  are  to  become  a 
component  part  of  the  structure  to  be  erected  or  repaired  with  no  tax 
due.  Provided  that  the  contractor  applying  for  the  contractor's 


51 


CHAPTER  3 


MISSISSIPPI 


material  purchaser  certificate  shall  furnish  the  state  tax  commission  a 
list  of  all  work  sublet  to  others,  indicating  the  amount  of  work  to  be 
performed,  and  the  names  and  addresses  of  each  subcontractor. 

Section  27-65-23.  Miscellaneous  Businesses.  - 

Upon  every  person  engaging  or  continuing  in  any  of  the  following  businesses 
or  activities,  there  is  hereby  levied,  assessed  and  shall  be  collected  a  tax 
equal  to  five  and  one-half  percent  (5  1/2  percent)  from  July  1,  1984,  through 
December  31,  1986,  five  percent  (5  percent)  thereafter  of  the  gross  income  of 
the  business,  except  as  otherwise  provided: 

Grading,  excavating,  ditching,  dredging  or  landscaping; 

Laundering,  cleaning,  pressing  or  dyeing; 

Permit  required: 

All  persons  engaged  in  a  business  which  is  subject  to  the  sales  tax  must  obtain 
a  license.  Contractors  subject  to  the  sales  tax  must  furnish  a  bond  to  secure 
the  tax. 

Reports : 

Taxpayers  report  on  or  before  the  20th  of  each  month.  Taxpayers  whose  tax 
amounts  to  not  more  than  $100  per  month  may  file  quarterly  returns  on  the 
20th  of  the  month  following  close  of  quarterly  period.  Before  beginning  the 
performance  of  a  contract,  the  contractors’  tax  must  be  prepaid  or  a  bond 
filed  with  regard  to  contracts  over  $75,000. 

Collection: 

Tax  remittance  is  to  accompany  the  required  reports.  The  tax  is  passed  on  to 
the  consumer. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


-  sales  and  use  tax 

-  general  income  tax 

-  all  other  sources 


$ 

000 ’s 

% 

$ 

761,391 

49.5% 

269,908 

17.6% 

506,056 

32.9% 

$1, 

537,355 

100.0% 
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The  state's  economy: 

Population  (1983)  2,587,000;  total  area  47,716  square  miles. 

In  many  economic  indices,  Mississippi  ranks  low  in  its  region  and  in  the 
nation.  Personal  income  averaged  only  70  percent  of  the  national  average. 
This  can  be  explained  in  part  by  the  great  numbers  of  dependent  persons  under 
15  and  by  poor  employment  opportunities  for  an  increasing  surplus  farm 
population.  Agricultural  employment  is  often  seasonal  or  on  a  daily  basis. 
Manufacturing  is  the  largest  single  source  of  personal  income. 
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Relevant  service: 


-  construction  contracts  -  hair  styling  and  barbering 

-  telephone  answering  -  clubs  (golf  and  country) 

laundry  and  dry  cleaning 

Persons  and  sales  subject  to  tax: 

The  retail  sales  tax  is  levied  on  the  gross  receipts  for  taxable  goods  and 
services  at  the  rate  of  4  percent. 

Ex  empticms : 


No  significant  exemptions  are  applicable  to  the  relevant  services. 

Local  taxes: 

There  are  no  local  sales  and  use  taxes  levied. 

The  law: 

Iowa  Code,  Division  IV,  Retail  Sales  Tax(^) 

Section  422.43.  Tax  Imposed 

1.  There  is  imposed  a  tax  of  four  percent  ...  upon  that  part  of  private  club 
membership  fees  or  charges  paid  for  the  privilege  of  participating  in  any 
athletic  sports  provided  club  members. 

*  __ 

8.  There  is  imposed  a  tax  of  four  percent  upon  the  gross  receipts  from  the 
rendering,  furnishing,  or  performing  of  services  ... 

9.  The  following  enumerated  services  are  subject  to  the  tax  imposed  on  gross 
taxable  services;  alteration  and  garment  repair;  barber  and  beauty;  dry 
cleaning,  pressing,  dyeing,  and  laundering,  telephone  answering  service; 
turkish  baths,  massage,  and  reducing  salons. 


(4)  Iowa's  use  tax  is  found  in  other  legislation  which  has  not  been  included  as 
the  operation  is  similar  to  the  sales  tax. 
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Rule  730-26.15(422).  Dry  Cleaning,  Pressing,  Dyeing  and  Laundering.  -  persons 
engaged  in  the  business  of  rendering,  furnishing  or  performing  dry  cleaning, 
pressing,  dyeing  and  laundering  services,  including  those  who  engage  in  such 
business  by  means  of  coin-operated  washers,  ironers  or  manglers,  dryers  and  dry 
cleaning  machines  are  rendering,  furnishing  or  performing  a  service,  the  gross 
receipts  from  which  are  subject  to  tax. 

Rule  730-26.24(422).  Golf  and  Country  Clubs  and  All  Commercial  Recreation.  - 
All  fees,  dues  or  charges  paid  to  golf  and  country  clubs  are  subject  to  tax. 
"Country  clubs"  shall  include  all  clubs  or  clubhouses  providing  golf  and  other 
athletic  sports  for  members.  Persons  providing  facilities  for  recreation  for  a 
charge  are  rendering,  furnishing  or  performing  a  service  the  gross  receipts  from 
which  are  subject  to  tax.  "Recreation"  shall  include  all  activities  pursued  for 
pleasure,  including  sports,  games  and  activities  which  promote  physical 
fitness . 

If  a  person  provides  both  facilities  for  recreation  and  instruction  in 
recreational  activities,  charges  for  instruction  in  the  recreational  activities 
shall  not  be  subject  to  tax  if  all  of  the  following  circumstances  exist: 

1.  The  instruction  charges  are  contracted  for  separately,  separately  billed, 
and  reasonable  in  amount  when  compared  to  the  taxable  charges  of 
providing  facilities  for  recreation. 

2.  The  persons  receiving  the  instruction  must  be  under  the  guidance  and 
direction  of  a  person  training  them  in  how  to  perform  the  recreational 
activity.  If  the  persons  receiving  what  purports  to  be  "instruction"  are 
allowed  any  substantial  amount  of  time  to  pursue  recreational  activities, 
no  instruction  is  taking  place.  The  instruction  should  be  received  in 
what  would  ordinarily  be  thought  of  as  a  "class"  with  a  fixed  time  and 
place  for  meeting.  The  instruction  need  not  be  received  in  what  would 
ordinarily  be  thought  of  as  a  "classroom",  but  the  Instructor  and  the 
persons  receiving  instruction  should  be  segregated  from  persons  engaging 
in  recreational  activity  insofar  as  this  is  possible.  Instruction  may 
still  occur  if  complete  or  partial  segregation  is  impossible. 

3.  The  "instruction"  must  impart  to  the  learner  a  level  of  knowledge  or 
skill  in  the  recreational  activity  which  would  not  be  known  to  the 
ordinary  person  engaged  in  the  recreational  activity  without  instruction. 
Also,  the  person  providing  the  instruction  must  have  received  some 
special  training  in  the  recreational  activity  taught  if  charges  for  that 
person's  instruction  are  to  be  exempt  from  tax. 
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Rule  730-26.42(422).  Telephone  Answering  Services.  -  Persons  engaged  in  the 
business  of  providing  telephone  answering  service,  whether  by  persons  or 
machine,  or  rendering,  furnishing  or  performing  a  service,  the  gross  receipts 
from  which  are  subject  to  tax. 

Rule  730-26.47(422).  Turkish  Baths,  Massage  and  Reducing  Salons.  -  Personnel 
engaged  in  the  business  of  operating  turkish  baths,  reducing  salons  or  in  the 
business  of  massaging  are  rendering,  furnishing  or  performing  a  service,  the 
gross  receipts  from  which  are  subject  to  tax.  "Turkish  baths”  shall  mean  any 
type  of  facility  wherein  the  individual  is  warmed  by  steam  or  dry  heat. 

"Reducing  salons"  shall  mean  any  type  of  establishment  which  offers  facilities 
or  a  program  of  activities  for  the  purpose  of  weight  reduction.  "Massaging" 
shall  include  the  kneading,  rubbing  or  manipulating  of  the  body  to  condition  the 
body,  but  not  include  any  body  manipulation  undertaken  and  incidental  to  the 
practice  of  one  or  more  of  the  healing  arts.  Persons  engaged  in  the  business  of 
operating  health  studios  which,  as  a  part  of  their  operation,  offer  any  or  all 
of  the  services  of  turkish  baths,  massages  or  reducing  facilities  or  programs 
shall  be  subject  to  tax  upon  the  gross  receipts  from  the  above-named  service. 

Permit  required: 

A  permit  is  required  for  each  place  of  business.  No  fee  is  payable  for  the 
permit . 

Reports : 

Permit  holders  are  required  to  file  quarterly  returns  on  or  before  the  last  day 
of  the  month  following  each  quarterly  period.  Permit  holders  with  an  annual  tax 
liability  not  exceeding  $120  may  be  permitted  to  file  annual  returns,  due  no 
later  than  January  31  following  each  calendar  year. 

Collection: 

Tax  payment  is  to  accompany  the  reports.  Permit  holders  collecting  more  than 
$50  in  taxes  monthly  must  deposit  this  amount  with  the  Director  by  the  20th  of 
the  month  next  succeeding  collection.  Permit  holders  collecting  more  than 
$4,000  in  taxes  in  a  semi-monthly  period  (1st  through  the  15th  and  16th  through 
last  day  of  the  month)  must  make  a  deposit  on  or  before  the  25th  day  of  the 
month  in  which  the  taxes  are  collected  and  on  or  before  the  10th  day  of  the 
following  month. 
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Tax  system: 

Major  sources  of  revenue  in  1983: 


-  sales  and  use  tax 

-  general  income  taxt 
all  other  sources 


$ 

o 

o 

o 

Cfi 

% 

$ 

571,087 

29.0% 

862,610 

43.8% 

537,654 

27.2% 

$1 

,971,351 

100.0% 

t  Individuals  are  taxed  at  graduated  rates  with  a  maximum  marginal  tax  rate  of 
13  percent  of  taxable  income  on  amounts  over  $76,725.  Local  school  districts 
may  also  levy  a  surtax. 

Corporations  are  subject  to  income  tax  at  graduated  rates,  with  a  maximum 
marginal  rate  of  12  percent  on  amounts  over  $250,000. 

The  state’s  economy: 

Population  (1983)  2,905,000;  total  area  56,290  square  miles. 

Iowa  is  located  on  the  western  fringe  of  the  American  manufacturing  belt,  and, 
although  its  manufacturing  and  trade  exceed  farming  in  income,  much  of  the 
former  is  devoted  to  goods  processing  or  to  the  manufacture  of  agricultural 
machinery.  In  only  a  few  instances  does  Iowa  contribute  significantly  to  the 
national  economy  in  areas  not  related  to  agriculture;  in  the  production  of 
electronic  materials,  household  appliances,  refrigeration  equipment,  tires, 
writing  instruments  and  rolled  aluminum. 
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Relevant  services: 


-  clubs 

Persons  and  sales  subject  to  tax: 

The  sales,  use,  rental  and  admission  tax  is  levied  on  the  sales  of  taxable  goods 
and  services  at  a  rate  of  between  3  percent  and  5  percent.  Tax  applies  to  clubs 
at  the  rate  of  5  percent. 

Exemptions : 

No  tax  is  levied  on  dues,  membership  fees  and  admission  charges  imposed  by 
not-for-profit  sponsoring  organizations  or  community  or  recreational 
facilities . 

Local  taxes: 

No  local  taxes  are  levied  although  statutory  authority  to  do  so  is  available. 

The  law: 

Florida  Statutes,  the  Revenue  Act  of  1948,  Chapter  212;  Sales,  Use,  Rental  and 
Admission  Tax  Act 

Section  212.04.  Admissions  tax;  rate;  procedure,  enforcement,  etc.  - 

(1)  (a)  It  is  hereby  declared  to  be  the  legislative  intent  that  every  person 

exercises  a  taxable  privilege  who  sells  or  receives  anything  of 
value  by  way  of  admissions . 

(b)  For  the  exercise  of  such  privilege,  a  tax  is  levied  at  the  rate  of  5 
percent  of  sales  price  or  the  actual  value  received  for  such 
admissions,  which  5  percent  shall  be  added  to  and  collected  with  all 
such  admissions  from  the  purchaser  thereof,  and  such  tax  shall  be 
paid  for  the  exercise  of  the  privilege. 

Section  212.02.  Definitions  - 

(16)  The  term  "admissions"  means  and  includes  the  net  sum  of  money  after 
deduction  of  any  federal  taxes  for  admitting  a  person  or  vehicle,  or 
persons  to  any  place  of  amusement,  sport  or  recreation  or  for  the 
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privilege  of  entering  or  staying  in  any  place  of  amusement,  sport  or 
recreation,  including  but  not  limited  to  theatres,  outdoor  theatres, 
shows,  exhibitions,  races  or  any  place  where  charge  is  made  by  way  of 
sale  of  tickets,  gate  charges,  seat  charges,  box  charges,  season  pass 
charges,  cover  charges,  green  fees,  participation  fees,  entrance  fees  or 
other  fees  or  receipts  of  anything  of  value  measured  on  an  admission  or 
entrance  or  length  of  stay  or  seat  box  accommodations  in  any  place  where 
there  is  any  exhibition,  amusement,  sport  or  recreation  and  all  dues  paid 
to  private  clubs  providing  recreational  facilities,  including  but  not 
limited  to  golf,  tennis,  swimming,  yachting  and  boating  facilities.  The 
term  "admissions"  shall  not  mean  or  include  any  charge  made  for  entering 
or  staying  upon  any  boat  or  vessel  for  the  privilege  of  fishing. 

Permit  required: 

A  permit  is  required  for  each  place  of  business  and  is  obtained  for  a  fee  of 

$5  each. 

Reports : 

Reports  must  be  filed  on  or  before  the  20th  day  of  each  month. 

Collection: 

Payments  must  be  made  at  the  time  of  filing  reports.  Estimated  tax  liability  of 

$1,650  or  more  is  due  by  the  20th  of  the  month  for  which  the  liability  applies. 

The  difference  between  the  estimated  tax  paid  and  the  actual  tax  due  is  payable 

by  the  20th  day  of  the  following  month. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000’s  % 


-  sales,  use 

,  rental  and  admission  tax 

$3,344,207 

53.7% 

corporate 

franchise  (income)  taxt 

371,453 

6.0  % 

all  other 

sources 

2,  509,712 

40.3% 

$6,225,372 

100.0% 

t  Levied  at  a  rate  of  5  percent  of  federal  taxable  income. 
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The  state’s  economy: 

Population  (1983)  10,680,000;  total  area  58,560  square  miles. 

More  than  30,000,000  tourists  visit  Florida  annually  and  while  there,  spend  a 
total  in  excess  of  $10  billion  each  year.  Tourism  has  become  the  largest 
income-producing  activity  in  the  state  and  has  developed  into  a  year-round 
business . 

Manufacturing  contributes,  on  a  value-added  basis,  in  excess  of  $7  billion 
annually,  second  only  to  tourism.  Production  is  well  diversified,  with  food 
processing  leading  in  value. 

Florida  produces  about  three-fourths  of  the  nation's  citrus  fruit,  and  the  state 
is  second  only  to  California  in  vegetable  production. 
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Relevant  service: 

-  laundry  and  dry  cleaning 

-  clubs 

Persons  and  sales  subject  to  tax: 

The  sales  and  use  tax  is  levied  on  sales  at  retail  of  tangible  personal  property 
and  taxable  services  at  the  rate  of  3  percent. 

Exemptions : 

No  significant  exemptions  are  applicable  to  the  relevant  services. 

Local  taxes: 

Local  taxes  are  levied  on  the  same  basis  as  the  state  sales  and  use  tax  at  the 
rate  of  between  1/2  of  1  percent  and  1  percent.  These  local  taxes  are 
administered  by  the  state. 

The  law: 

Kansas  Statutes,  Article  36,  Retail  Sales  Tax. (5) 

Section  79-3603.  Rates  imposed.  - 

For  the  privilege  of  engaging  in  the  business  of  selling  tangible  personal 
property  at  retail  in  this  state  or  rendering  or  furnishing  any  of  the 
services  taxable  under  this  act,  there  is  hereby  levied  and  there  shall  be 
collected  and  paid  a  tax  as  follows: 

(e)  a  tax  at  the  rate  of  3  percent  upon  the  gross  receipts  from  the  sale  of 

admissions  to  any  place  providing  amusement ,  entertainment ,  or  recreation 
services  including  admissions  to  state,  county,  district,  and  local 
fairs,  but  said  tax  shall  not  be  levied  and  collected  upon  the  gross 


(5)  Kansas  imposes  its  use  tax  under  separate  legislation  which  is  not  included 
here  as  its  operation  is  similar. 
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receipts  received  from  fees  and  charges  by  political  subdivisions  of  the 
state  of  Kansas  for  participation  in  sports,  games  and  other  recreation 
activities . 

(i)  a  tax  at  the  rate  of  3%  upon  the  gross  receipts  from  the  rendering  of  dry 
cleaning,  pressing,  dyeing  and  laundry  services  except  laundry  services 
rendered  through  a  coin-operated  device  whether  automatic  or  manually 
operated. 

Permit  required: 

A  permit  is  required  for  each  place  of  business  and  may  be  obtained  at  no 
charge. 

Reports : 

When  the  total  tax  liability  of  a  permit  holder  does  not  exceed  $60  in  any 
calendar  year,  the  permit  holder  must  file  an  annual  return  on  or  before  January 
25  of  the  following  year.  When  the  tax  liability  does  not  exceed  $1,200  in  any 
calendar  year,  the  permit  holder  must  file  quarterly  returns  on  or  before  the 
25th  day  of  the  month  following  the  end  of  each  calendar  quarter.  When  the 
total  tax  liability  exceeds  $1,200  in  any  calendar  year,  the  permit  holder  must 
file  a  monthly  return  on  or  before  the  25th  day  of  the  following  month. 

Collection: 

Tax  payment  is  to  accompany  the  report,  except  if  annual  tax  liability  exceeds 
$24,000,  permit  holders  must  pay  the  tax  for  the  first  15  days  of  the  month  on 
or  before  the  25th  day  of  that  month. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


-  sales  and  use  tax 

-  income  tax 

all  other  sources 


$ 
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498,495 

31.8% 

672,004 

42.9% 

396,310 

25.3% 

$1, 

566,809 

100.0% 
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The  state's  economy: 

Population  (1983)  2,435,000;  total  area  82,264  square  miles. 

Both  agriculture  and  manufacturing  contribute  significantly  to  Kansas'  economy. 
The  production  of  the  some  77,000  farms  and  ranches  places  Kansas  first  among 
the  U.S.  states  in  wheat,  first  in  sorghum  grains,  and  fourth  in  wild  hay;  in 
beef,  it  ranks  fifth;  in  hogs,  eighth.  Some  4,300  manufacturing  and  processing 
plants  produce  everything  from  airplanes  to  zinc  castings.  Kansas  is  the 
world's  largest  producer  of  camping  gear;  it  also  manufactures  heating  and 
air  conditioning  equipment,  snowmobiles,  and  a  variety  of  other  products.  In 
addition  to  ranking  first  in  the  world  in  production  of  small  private  aircraft, 
Kansas  also  is  an  important  manufacturing  centre  for  military  aircraft. 


Kansas  has  large 
ample  electrical 
among  the  20  top 
Portland  cement, 
bituminous  coal, 


mineral  resources,  a  good  labour  force,  a  healthy  retail  trade, 
power,  plenty  of  water,  and  a  central  location.  Kansas  is 
mineral-producing  states.  It  is  rich  in  oil  and  gas,  helium, 
stone,  clay  and  clay  products,  sand,  salt,  gravel,  zinc, 
and  lead. 
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Relevant  service: 


-  clubs 

Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  imposed  at  the  rate  of  A  percent  at  retail  on  the  sales 
of  tangible  personal  property  and  taxable  services. 

Exemptions: 

No  significant  exemptions  are  applicable  to  the  relevant  service. 

Local  taxes: 

No  local  sales  and  use  taxes  are  imposed. 

The  law: 


Vermont  Statutes,  Chapter  233,  Sales  and  Use  Tax 
Section  9771.  Imposition  sales  tax  - 

Except  as  otherwise  provided  in  this  chapter,  there  shall  be  paid  a  tax  of  A 

percent  upon  the  receipts  from 

(A)  amusement  charges; 

Section  9710.  Definitions.  - 

(10)  Amusement  charges:  means  the  admission  charge  (including  any  subsidiary, 
service  or  cover  charge)  to,  and  any  charge  for  the  use  of  any  place  of 
recreation  or  amusement  including  athletic  events  and  facilities, 
exhibitions,  dramatic  and  musical  performances,  motion  picture  theatres, 
golf  courses  and  ski  areas  and  including  specifically  service  charges  of 
cable  television  systems. 

(11)  Place  of  amusement:  means  any  place  where  any  facilities  for 
entertainment,  recreation,  amusement  or  sports  are  provided. 
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Permit  requirements; 


Persons  required  to  collect  the  tax  and  persons  purchasing  tangible  personal 
property  for  resale  must  register  with  the  state.  No  fee  is  prescribed. 

Reports : 

Returns  are  due  on  or  before  the  30th  day  of  each  month  (28th  of  February) 
covering  sales  for  the  preceding  month. 

Collection: 

The  tax  is  paid  to  the  Commissioner  with  the  return. 


Tax  system: 


Major  sources  of  revenue  for  the  fiscal  year-ended  July  30, 

1983: 

$  000’s 

% 

-  sales  and  use  tax 

$  66,711 

18.7% 

general  income  taxt 

139,175 

39.1% 

-  all  other  sources 

150,055 

42.2% 

$355,941 

100.0% 

t  Individuals  -  are  subject  to  income  tax  at  the  rate  of  26.5  percent  of 

their  federal  income  tax  liability. 

Corporations  -  are  subject  to  graduated  income  tax  rates  with  a  maximum 

marginal  rate  of  9  percent  on  amounts  over  $250,000. 

The  state's  economy: 

Population  (1983)  525,000;  total  area  9,609  square  miles. 

Vermont’s  approximately  1,000  manufacturing  plants  reflect  national  industrial 
trends.  Machine  tool  plants  in  the  state  tend  to  expand  and  retract  along  with 
the  national  economy.  Textile  mills  were  once  major  employers  in  many  cities, 
but  many  of  these  have  closed  or  moved  to  the  south. 
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Many  Vermont  industries  are  small  companies  that  provide  specialized  products. 
One-third  of  Vermont's  manufacturing  plants  make  bowls,  hockey  sticks, 
furniture,  and  paper  of  different  kinds.  Printing  is  among  the  major 
industries . 

Extractive  industries  contribute  significantly  to  Vermont's  economy. 

Farming  has  declined  as  family  farms  have  been  combined  into  larger  units ,  and 
an  increasing  number  of  farmers  have  been  unable  to  modernize  their  equipment 
and  expand  their  herds. 
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Relevant  service: 


laundry  and  dry  cleaning 
-  hair  styling/barbering 

funeral  expenses  over  $130 

Persons  and  sales  subject  to  tax: 

The  sales  and  use  tax  is  imposed  on  sales  at  retail  of  tangible  personal 
property  and  taxable  services  at  varying  rates.  The  subject  services  to  which 
the  tax  applies  are  taxed  at  the  rate  of  3  percent. 

Exemptions : 

No  significant  exemptions  apply  to  the  relevant  services. 

Local  taxes: 

Counties  levy  a  sales  and  use  tax  at  a  rate  of  between  1  percent  and  2  percent 
on  sales  subject  to  the  state  sales  and  use  tax.  The  county  taxes  are 
administered  by  the  state. 

The  law: 

North  Carolina  Statutes,  Division  I,  North  Carolina  Sales  and  Use  Tax  Act 

Section  105.164.4(4).  Imposition  of  tax  - 

(4)  Every  person,  firm  or  corporation  engaged  in  the  business  of  operating  a 
pressing  club,  cleaning  plant,  hat  blocking  establishment,  dry  cleaning 
plant,  laundry  (including  wet  or  damp  wash  laundries  and  businesses  known 
as  launderettes  and  launder-alls) ,  or  any  similar  type  business,  or 
engaged  in  the  business  of  renting  clean  linen  or  towels  or  wearing 
apparel,  or  any  similar  type  business,  or  engaged  in  the  business  of 
soliciting  cleaning,  pressing,  hat  blocking,  laundering  or  rental 
business  for  any  of  the  aforenamed  business ,  shall  be  considered 
'retailers'  for  the  purposes  of  this  Article.  There  is  hereby  levied 
upon  every  such  person,  firm  or  corporation  a  tax  of  three  percent  (3 
percent)  of  the  gross  receipts  derived  from  services  rendered  in  engaging 
in  any  of  the  occupations  or  businesses  named  in  this  subdivision,  and 
every  person,  firm  or  corporation  subject  to  the  provisions  of  this 
subdivision  shall  register  and  secure  a  license  in  the  manner  hereinafter 
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provided  in  this  section,  and,  insofar  as  practicable,  all  other 
provisions  of  this  Article  shall  be  applicable  with  respect  to  the  tax 
herein  provided  for.  The  taxes  levied  in  this  subdivision  are  additional 
privilege  or  license  taxes  for  the  privilege  of  engaging  in  the 
occupations  or  businesses  named  herein.  Any  person,  firm  or  corporation 
engaged  in  cleaning,  pressing,  hat  blocking,  laundering  for,  or  supplying 
clean  linen  or  towels  or  wearing  apparel  to,  another  person,  firm  or 
corporation  engaged  in  soliciting  shall  not  be  required  to  pay  the  three 
percent  (3  percent)  tax  on  its  gross  receipts  derived  through  such 
solicitor,  if  the  soliciting  person,  firm  or  corporation  has  registered 
with  the  Department,  secured  the  license  hereinafter  required  and  has 
paid  the  tax  at  the  rate  of  three  percent  (3  percent)  of  the  total  gross 
receipts  derived  from  business  solicited. 

Section  105-164.13.  Imposition  of  tax  - 

The  sale  at  retail,  the  use,  storages  or  consumption  in  this  state  of  the 
following  tangible  personal  property  is  specifically  exempted  from  the  tax 
imposed  by  the  article: 

(18)  Funeral  expenses,  including  coffins  and  caskets,  not  to  exceed  $150.  All 
funeral  expenses  include  receipts  for  services  rendered  shall  be  taxable 
at  the  rate  of  3  percent.  However,  services  rendered  shall  not  include 
those  services  which  have  been  taxed  pursuant  to  G. 5. 105-164.4(4) ,  or  to 
those  services  performed  by  any  beautician,  cosmetologist,  hairdresser  or 
barber  employed  by  or  at  the  specific  direction  of  the  family  or  personal 
representative  of  a  deceased;  and  funeral  expenses  and  services  rendered 
shall  not  include  death  certificates  procurred  by  or  at  the  specific 
direction  of  the  family  or  personal  representative  of  a  deceased.  Where 
coffins,  caskets  or  vaults  are  purchased  direct  and  a  separate  charge  is 
paid  for  services  the  provisions  of  this  subsection  shall  apply  to  the 
total  for  both. 

Permit  requirements: 

Persons  engaged  in  a  business  upon  which  the  retail  sales  or  use  tax  is  imposed 

must  secure  a  license  and  pay  a  $5  fee. 


Reports  must  be  filed  on  or  before  the  15th  day  of  each  month.  When  the  tax 
liability  is  consistently  below  $25  per  month,  quarterly  returns  may  be  filed  on 
or  before  the  15th  day  of  the  month  following  the  end  of  each  calendar  quarter. 
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Collection: 

Tax  payments  accompany  reports.  Retailers  must  add  the  tax  to  the  purchase 
price  and  collect  it  from  the  purchaser. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


-  sales  and  use  tax 
general  income  taxt 
all  other  sources 


$  000 's 

% 

$  825,703 

20.7% 

1,856,641 

46.6% 

1,301,864 

32.7% 

$3,984,208 

100.0% 

t  Individuals  -  are  subject  to  income  tax  at  graduated  rates  with  top 

marginal  tax  rate  of  7  percent  on  amounts  in  excess  of 

$10,000 

Corporations  -  are  subject  to  income  tax  at  the  rate  of  6  percent 
The  state's  economy: 

Population  (1983)  6,082,000;  total  area  52,586  square  miles. 

North  Carolina  is  endowed  with  numerous  resources  that  are  of  great  value  to 
manufacturers.  The  state  has  one  of  the  nation's  largest  phosphate  reserves; 
other  important  minerals  include  kaoline,  mica,  feldspar,  granite,  copper, 
limestone,  marbel,  marl,  olivine,  talc,  sand,  gravel,  and  shale.  Forestry  and 
fishing  are  other  important  sources  of  income. 

In  annual  industrial  output  the  state  ranks  10th  in  the  nation.  About  10 
percent  of  the  labour  force  is  employed  in  the  metalworking,  electronic, 
chemical,  paper  and  paper  products,  plastics,  and  food-processing  industries. 

The  state  ranked  sixth  nationally  in  farm  population  in  1970,  and  10th  in  the 
number  of  farms  in  1978. 

Tourism  brings  the  state  an  estimated  income  of  nearly  $1.8  billion  annually. 
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Relevant  services: 


laundry  and  dry  cleaning 
escort  services 

Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  imposed  on  sales  at  retail  of  taxable  personal  property 
and  taxable  services  at  the  rate  of  A. 125  percent.  The  tax  rate  recently 
increased  from  A  percent.  Difficulties  have  been  encountered  in  the  ability  of 
cash  registers  to  accommodate  a  3  decimal  point  rate. 

Overview: 

In  the  fall  of  198A,  Texas  expanded  its  sales  and  use  tax  to  encompass  a  number 
of  services  including  those  noted  above.  Some  of  the  other  services  to  which 
the  tax  was  expanded  were  amusement,  cable  television,  motor  vehicle  parking, 
and  repairs  and  maintenance  to  tangible  personal  property  (excluding 
automobiles).  The  purpose  of  this  expansion  was  to  fund  education  in  the 
state . 

According  to  state  officials,  the  tax  was  expanded  without  significant  impact  on 
industry  or  adverse  reaction  from  the  public.  The  reason  given  was  that  the 
taxes  were  specifically  raised  for  education.  Unlike  most  of  the  other  U.S. 
states,  Texas  is  unable  to  operate  its  fiscal  accounts  at  a  deficit.  The  state 
must  raise  revenues  for  specific  expenditures  and  is  only  allowed  to  spend  funds 
to  the  budgeted  level  in  accordance  with  the  constitution. 

The  expansion  of  the  sales  and  use  tax  to  encompass  these  services  was  preceded 
by  extensive  media  publication  and  contact  by  the  state  controllers  office  with 
prospective  businesses  that  would  be  required  to  be  licensed  under  the  new 
legislation.  This  encompassed  direct  mailings  of  information  and  license 
applications  to  the  prospective  licensees.  This  was  accomplished  primarily  by 
reviewing  telephone  directories. 

The  tax  was  expanded  to  include  laundry  and  dry  cleaning  services  as  these 
services  were  generally  considered  to  represent  repairs  and  maintenance  to 
tangible  personal  property.  Clothing  is  subject  to  tax  in  Texas. 

The  state  did  not  look  to  escort  services  as  a  major  revenue  producer.  However, 
the  tax  was  expanded  in  this  area  to  aid  in  law  enforcement. 
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Texas  maintains  an  extensive  research  department  which  continually  presents 
revenue  raising  options  to  the  legislature.  Included  in  these  operations 
annually  are  those  of  professional  services  which  are  of  interest  in  this  study. 
However,  as  a  result  of  strong  lobby  groups  and  perceived  adverse  impact,  the 
legislature  has  been  unwilling  to  expand  the  tax  to  these  areas.  However, 
implementation  of  expanding  sales  and  use  taxes  is  relatively  acceptable  as  the 
state  does  not  impose  a  personal  income  tax  and  the  corporations  franchise  tax 
is  minimal. 

As  noted  above,  Texas  has  extended  its  sales  and  use  tax  to  amusements,  but 
excluded  from  this  definition  are  club  dues  and  memberships.  This  has  resulted 
in  some  public  outcry  as  the  tax  is  now  viewed  as  discriminatory  and  targeted  at 
lower  Income  individuals. 

The  law:  Texas  Tax  Code,  Subtitle  E,  Limited  Sales  Excise  and  Use  Tax 
Section  151.051.  Sales  tax  imposed  - 

(a)  A  tax  is  imposed  on  each  sale  of  a  taxable  item  in  this  state. 

(b)  The  sales  tax  rate  is  4.125  percent  of  the  sales  price  of  the  taxable 
item  sold. 

Section  151-010. 

"Taxable  item"  means  tangible  personal  property  and  taxable  services. 

Section  151.0101.  "Taxable  services"  means  ... 

(3)  personal  services. 

Section  151.0045. 

"Personal  services"  means  those  personal  services  listed  as  personal  services 
under  Group  721,  Major  Group  72  of  the  Standard  Industrial  Classification 
Manual,  1972  (laundry,  dry  cleaning  and  garment  services,  and  includes  massage 
parlors,  escort  services,  and  turkish  baths  under  Group  720  of  said  manual 

...) 

Permit  requirements: 

Every  person  desiring  to  engage  in  business  as  a  seller  must  obtain  a  permit  for 
each  place  of  business . 
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Reports : 

Reports  must  accompany  the  monthly  or  quarterly  payment. 

Collection: 

Payment  must  be  made  on  or  before  the  20th  day  of  the  month  for  the  preceding 
month  or,  if  the  taxpayer  owes  less  than  $500  for  a  calendar  month  or  $1,500  for 
a  calendar  quarter,  the  taxes  are  due  on  the  20th  day  of  the  month  following  the 
end  of  the  quarter. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


-  sales  and  use  tax 
severance  tax  (oil  and  gas) 

-  all  other  sources 


$  OOP's  _ % 


$3,319,992 

36.8% 

2,263,  124 

25.1% 

3,438,601 

38.1% 

$9,021,717 

100.0% 

The  state's  economy: 

Population  (1983)  15,724,000;  total  area  267,339  square  miles. 

Cotton,  cattle,  and  oil  dominated  Texas'  economic  development  and  they  have 
continued  to  form  the  basis  of  the  state's  basic  wealth.  Retailing  and 
wholesaling,  banking  and  insurance,  and  construction  have  been  among  the 
activities  reflecting  the  general  affluence,  urbanization,  and  diversification 
of  the  state's  economy. 

Numerous  national  corporate  headquarters  have  moved  to  Texas.  The  National 
Aeronautics  and  Space  Administration  (NASA),  headquartered  in  Houston,  is  among 
many  federal  air  installations  in  Texas. 

The  state  leads  all  others  in  the  raising  of  beef  cattle  and  sheep. 

The  average  farm  size  has  more  than  doubled  since  1940,  absentee  ownership  has 
increased  and  farmers  have  encountered  increasing  difficulty  in  maintaining 
operations . 
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The  production  of  machinery,  excluding  electric  machinery,  is  the  largest 
manufacturing  employer  and  ranks  second  in  value  added  by  manufacture. 

Reflecting  a  maturing  economy,  manufacturing  has  moved  toward  the  fabrication  of 
finished  consumer  products.  In  this  category  the  growth  of  the  electronics 
industry  has  been  outstanding.  Other  finished  goods  manufactured  in  quantity 
include  air  conditioners,  furniture,  boats,  household  appliances,  machinery, 
leather  goods  and  clothing. 


73  - 


CHAPTER  3 


SOUTH  CAROLINA 
SALES  AND  USE  TAX 


Relevant  service: 

laundry  and  dry  cleaning 
Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  imposed  on  sales  at  retail  of  tangible  personal  property 
and  taxable  services  at  the  rate  of  5  percent. 

Exemptions : 

No  exemptions  exist  for  the  subject  taxable  services. 

Local  taxes: 

No  local  sales  and  use  taxes. 

The  law: 

Section  12-35-310.  Imposition  and  purpose  of  tax;  rate.  - 

In  addition  to  all  other  licenses,  taxes  and  charges  imposed,  there  is  levied 
for  the  support  of  public  schools  of  the  State,  upon  every  person  engaged  or 
continuing  within  this  State  in  the  business  of  selling  at  retail  any  tangible 
personal  property  whatsoever,  including  merchandise  and  commodities  of  every 
kind  and  character  (not  including,  however,  bonds  or  other  evidences  of  debt 
or  stocks),  an  amount  equal  to  four  percent  of  the  gross  proceeds  of  sales  of 
the  business. 

Section  12-35-90.  "Retailer"  and  "seller";  agents  of  dealers  and  others.  - 
The  terms  "retailer"  and  "seller"  include: 

(6)  Every  person  engaged  in  the  business  of  operating  a  laundry,  launderette, 
cleaning,  dyeing,  or  pressing  establishment  for  a  consideration. 

Permit  requirements: 

A  license  must  be  obtained  annually  for  every  person,  branch,  establishment  or 
agency  engaged  in  rendering  tax  services  or  retailing  of  taxable  goods. 
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Reports : 

Reports  are  filed  on  or  before  the  20th  day  of  each  month.  If  the  estimated  tax 
for  a  tax  period  exceeds  $20,000  the  taxpayer  must  report  on  or  before  the  20th 
day  of  such  tax  period.  This  provision  applies  only  if,  during  the  previous 
fiscal  year,  the  monthly  tax  liability  exceeded  $20,000  for  three  consecutive 
months . 

Collection: 

Tax  may  be  added  to  the  sales  price  and  collected  by  the  vendor  from  the  vendee. 
Tax  payments  must  accompany  monthly  or  quarterly  reports. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


sales  and  use  tax 
general  incomet 
all  other  sources 


$ 

CD 

O 

o 

o 

% 

$ 

691,575 

32.7  % 

847,014 

40.1% 

573,665 

27.2% 

$2, 

1 12,254 

100.0% 

t  Individuals  -  are  subject  to  an  income  tax  at  graduated  rates  with  top 

marginal  rate  of  7  percent  on  amounts  in  excess  of  $10,000. 

t  Corporations  -  are  subject  to  an  income  tax  at  the  rate  of  6  percent. 

The  state’s  economy: 

Population  (1983)  3,264,000;  total  area  31,055  square  miles. 

More  than  90  percent  of  employment  is  in  non-agricultural  industries.  South 
Carolina  ranks  low  among  the  states  in  per  capita  personal  income,  with  an 
amount  almost  $1,000  below  the  national  average.  Although  food  prices  are 
essentially  the  same  as  throughout  the  nation,  the  cost  of  living  in  South 
Carolina  generally  is  lower. 

Contrary  to  its  image,  South  Carolina  is  not  primarily  an  agricultural  state. 
Farms  constitute  less  than  half  the  total  land  area  of  the  state,  and  only 
one-sixth  of  the  farm  land  is  used  for  crops. 
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Dense  hardwood  forests  are  a  principal  source  of  supply  for  the  state's 
furniture  industry.  The  outlook  for  industries  dependent  upon  large 
high-quality  timber  is  bleak,  but  for  those  industries  able  to  shift  their  use 
to  smaller,  lower  quality  timber,  the  outlook  is  much  brighter. 

From  a  modest  beginning  in  1820,  the  textile  industry  has  grown  to  be  the 
overwhelming  giant  of  South  Carolina's  manufacturing  industry.  Textile 
manufacturing  is  conducted  in  some  425  establishments,  which  employ  more  than 
one-third  of  all  manufacturing  employees  in  the  state. 

Chemicals  and  allied  product  industries  rank  second  in  value  added  but  third  in 
number  of  employees. 
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Relevant  service: 


-  laundry  and  dry  cleaning 
Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  imposed  on  sales  at  retail  of  tangible  personal  property 
and  taxable  services  at  the  rate  of  6.5  percent.  This  tax  is  in  addition  to  the 
Business  and  Occupation  Tax  levied  on  the  retailer.  See  Chapter  4. 

Exemptions : 


No  significant  exemptions  are  applicable  to  the  relevant  services. 

Local  taxes: 

County  and  city  sales  and  use  taxes  are  imposed  at  a  rate  of  less  than  1 
percent  on  the  same  basis  as  the  state  tax.  The  county  and  city  taxes  are 
administered  by  the  state. 

The  law: 

Revised  Code  of  Washington,  Chapter  82.08,  Retail  Sales  Tax^) 

Section  82.08.020.  Retail  sales  tax  imposed.  - 

(1)  There  is  levied  and  there  shall  be  collected  a  tax  on  each  retail  sale  in 
this  state  equal  to  six  and  five-tenths  percent  of  the  selling  price. 

Section  82.04.050 

(2)  The  term  "sale  at  retail"  or  "retail  sale”  shall  include  the  sale  of  or 
charge  made  for  tangible  personal  property  consumed  and/or  for  labour  and 
services  rendered  in  respect  to  the  following:  (a)  The  installing, 
repairing,  cleaning,  altering,  imprinting,  or  improving  of  tangible 
personal  property  of  or  for  consumers,  but  excluding  charges  made  for  the 


(6)  Washington's  use  tax  is  imposed  under  separate  legislation  which  is  similar 
to  the  sales  tax  and  has  not  been  included. 
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use  of  coin  operated  laundry  facilities  when  such  facilities  are  situated 
in  an  apartment  house,  hotel,  motel,  rooming  house,  trailer  camp  or  tourist 
camp  for  the  exclusive  use  of  the  tenants  thereof,  and  also  excluding  sales 
of  laundry  services  to  members  by  non-profit  associations  composed 
exclusively  of  non-profit  hospitals,  and  excluding  services  rendered  in 
respect  to  live  animals,  birds  and  insects;  ... 

Permit  requirements: 


Every  person  engaging  in  any  taxable  business  is  required  to  register  and  pay  a 
fee  of  $15.  Separate  registration,  but  only  one  fee,  is  required  for  every 
place  of  business. 

Reports : 

Reports  are  generally  filed  25  days  following  the  end  of  each  month. 

Collection: 

The  tax  is  remitted  with  the  return. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 ’s  % 


sales  and  use  tax 

business  occupation  tax  (see  Chapter  4) 
all  other  sources 

$1,729,336 

569,339 

1,868,400 

41.5% 

13.7% 

44.8% 

$4,  167,075 

100.0% 

The  state’s  economy: 

Population  (1983)  4,300,000;  total  area  68,182  square  miles. 

Washington  leads  all  states  in  hydroelectric  power  generation,  with  more  than 
one-fifth  of  the  national  total.  Its  forests  contain  nearly  4  percent  of  the 
national  commercial  forest  area,  including  almost  37  percent  of  the  sawtimber. 
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With  the  exception  of  its  leading  industry,  aircraft  and  aircraft  parts,  the 
state's  most  important  manufacturing  is  based  on  its  natural  resources.  They 
include  lumber  and  wood  products,  processed  goods,  primary  metal  industries, 
paper  and  allied  products,  and  nonelectrical  machinery. 

Among  relatively  large  agricultural  crops  is  wheat,  in  which  Washington 
regularly  ranks  third  or  fourth  in  the  nation  in  value  of  crop  production.  It 
supplies  one-fourth  of  all  fresh  apples  and  ranks  among  the  top  states  in  potato 
harvesting. 

Washington's  unusual  dependency  on  military  contracts,  aerospace,  construction, 
and  wood-producing  industries  has  resulted  in  an  extremely  vulnerable  economy. 
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Relevant  service: 

-  laundry  and  dry  cleaning 
Persons  and  sales  subject  to  tax: 

A  sales  and  use  tax  is  levied  on  the  sales  of  tangible  personal  property  and 
dispensing  of  services  at  the  rate  of  5  percent.  Services  include  the 
furnishing  of  all  services  except  professional  and  personal  services. 

Exemptions : 

No  exemptions  available  for  the  relevant  services. 

Local  taxes: 

No  local  sales  and  use  taxes  are  levied  or  administered  by  the  state. 

The  law: 

West  Virginia  Code  of  1931;  Sales  Tax  Act(^) 

Section  3.  Amounts  of  Tax  - 

For  the  privilege  of  selling  tangible  personal  property  and  of  dispensing 
certain  selected  services  defined  in  sections  two  and  eight  of  this  article, 
the  vendor  shall  collect  from  the  purchaser  the  tax  as  provided  under  this 
article,  and  shall  pay  the  amount  of  tax  to  the  tax  commissioner  in  accordance 
with  the  provisions  of  this  article. 

(9)  "Service,  or  selected  service"  shall  include  all  non-professional 
activities  engaged  in  for  other  persons  for  a  consideration,  which 
involve  the  rendering  of  a  service  as  distinguished  from  the  sale  of 
tangible  personal  property,  but  shall  not  include  personal  services  or 
the  services  rendered  by  an  employee  to  his  employer  or  any  service 
rendered  for  resale. 


(7)  West  Virginia  imposes  its  use  tax  under  separate  legislation  which  has  not 
been  included  here  because  of  its  similarity  to  the  sales  tax. 
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Section.  8.  Furnishing  of  Services  Included;  Exceptions  - 

The  provisions  of  this  article  shall  apply  not  only  to  selling  tangible 
personal  property,  but  also  to  the  furnishing  of  all  services,  except 
professional  and  personal  services,  and  except  those  services  furnished  by 
corporations  subject  to  the  control  of  the  public  service  commission. 

Permit  requirements: 

No  statutory  provisions. 

Reports : 

Reports  are  due  on  or  before  the  15th  of  each  month  and  30  days  after  the  end  of 
each  taxation  year. 

Collection: 

Tax  is  due  with  the  monthly  reports  and  must  be  collected  from  the  consumer. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


sales  and  use  tax  -  5%  (See  Chapter  4) 

-  corporate  income  tax 

-  personal  income  tax 

-  business  and  occupation  tax 

-  all  other  sources 


$000’ s  % 


$  250,947  17.1% 

45,  146  3.1 

310,583  2  1.1 

494,413  33.6% 

369,338  25.  1% 

$1,470,427  100.0% 


The  state's  economy: 

Population  (1983)  1,965,000;  total  area  24,181  square  miles. 

Greater  state-planning,  emphasis  on  manufacturing,  increased  demand  for  the 
state's  coal  and  minerals,  and  stabilization  of  the  labour  force  in  the 
bituminous  coal  industry  should  enable  the  state's  economic  progress  to 
continue.  Increased  tourism  and  associated  activities  have  also  added 
substantially  to  the  economic  gains. 
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West  Virginia  has  an  abundance  and  variety  of  natural  resources.  The  vital 
mineral  is  bituminous  coal.  Natural  gas  dominates  the  state's  west  central 
portion,  with  proved  reserves  of  2.7  trillion  cubic  feet.  Petroleum,  with 
proved  reserves  of  about  30  million  barrels. 
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SALES  AND  USE  TAX 


Relevant  service: 


-  laundry  and  dry  cleaning 
Persons  and  sales  subject  to  tax: 

The  sales  and  use  tax  is  levied  on  sale  at  retail  of  tangible  personal  property 
and  taxable  services  at  the  rate  of  5  percent. 

Exemptions : 

No  significant  exemptions  for  the  relevant  service. 

Local  taxes: 

No  local  sales  and  use  taxes  are  imposed  although  legislative  authority  exists 
to  impose  a  tax  of  I  percent. 

The  law: 

Section  77.52.  Imposition  of  Selective  Retail  Sales  Tax.  - 

(2)  For  the  privilege  of  selling,  performing  or  furnishing  the  services 

described  under  part  (a)  at  retail  in  this  state  to  consumers  or  users,  a 
tax  is  imposed  upon  all  persons  selling,  performing,  or  furnishing  the 
services  at  the  rate  of  5%  of  the  gross  receipts  from  the  sale, 
performance,  or  furnishing  of  the  services. 

(a)  the  tax  imposed  herein  applied  to  the  following  services: 

6.  Laundry,  dry  cleaning,  pressing  and  dyeing  services,  except  when 
performed  on  raw  materials  or  goods  in  process  destined  for  sale 
and  except  when  the  service  is  performed  by  the  customer  through 
the  use  of  coin-operated,  self-service  machines. 

Permit  requirements: 

There  is  a  $2  permit  fee,  which  permit  is  renewable  every  2  years. 
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Reports : 


Returns  are  due  quarterly  on  or  before  the  last  day  of  the  month  next  succeeding 
each  calendar  quarter;  if  monthly  payment  is  required,  a  return  must  accompany 
the  payment. 

Collection: 

The  tax  is  added  to  the  price  of  the  property  and  collected  by  the  retailer, 
and  is  remitted  at  the  time  the  return  is  filed. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000*8  _ % 


-  sales  and 

use 

tax 

$1,208,440 

28.1% 

franchise 

and 

income  taxt 

2,073,837 

48.3% 

all  other 

sources 

1,011,381 

23.6% 

$4,293,658 

100.0% 

t  Individuals  -  are  subject  to  income  tax  at  graduated  rates  with  a  top 

marginal  rate  of  10  percent  on  amounts  over  $51,600. 

Corporations  -  are  subject  to  income  tax  at  the  rate  of  7.9  percent. 

The  state's  economy: 

Population  (1983)  4,751,000;  total  area  56,154  square  miles. 

It  ranks  among  the  top  one-fourth  of  the  states  in  farm  income  and  value  added 
by  manufacture. 

Small  amounts  of  iron  are  mined  in  Wisconsin,  but  non-metallic  minerals  such  as 
sand  and  gravel,  building  and  monumental  stone,  and  agricultural  lime  are  more 
important  to  the  state's  economy.  Although  75  percent  of  the  forests  are 
hardwoods,  paper  pulp  is  the  major  timber  product. 
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The  major  producers  of  income  in  Wisconsin  are  manufacturing  and  processing, 
wholesale  and  retail  trade,  services  (covering  much  of  tourism),  government,  and 
construction.  Manufacturing  is  concerned  mainly  with  the  production  of  metal 
goods  and  with  the  processing  of  agricultural  and  forest  products.  Agriculture 
is  largely  dairy  farming.  About  four-fifths  of  farm  incomes  are  derived  from 
livestock  and  livestock  products,  more  than  one-half  from  dairy  products  alone 
Wisconsin  produces  almost  one-fifth  of  the  nation’s  milk  and  almost  two-fifths 
of  its  cheese. 
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The  most  extensive  taxation  of  the  services  which  are  relevant  in  this  study 
occurs  under  gross  receipts  taxes  and  business  and  occupation  taxes  levied  by 
the  following  states. 


Business  and  occupation  taxes 


Gross  receipts  taxes 


Washington 
West  Virgina 
Tennessee 


South  Dakota 
New  Mexico 
Hawaii 


Schedule  4  on  page  90  indicates  the  scope  of  these  taxes. 

Gross  receipts  taxes: 

A  gross  receipts  tax  is  very  similar  to  the  sales  and  use  tax  with  the  exception 
that  the  former  tax  is  far  broader  based.  In  fact,  the  gross  receipts  taxes  are 
so  very  broadly  based  that  few  questions  arise  as  to  the  tax  status  of 
businesses'.  Tax  generally  applies  to  sales  at  retail  of  all  goods  and  services 
at  rates  of  approximately  4  percent.  The  rate  of  tax  is  generally  lower  than 
that  found  in  sales  and  use  taxes  because  of  the  broader  tax  base. 

The  three  gross  receipts  tax  states  are  less  developed  then  other  states  in  the 
union.  This  results  primarily  from  their  geographic  location  and  size  of 
population.  This  lower  level  of  economic  development  precludes  a  reliance  on 
personal  or  corporate  income  taxes  to  generate  substantial  revenues. 

Accordingly,  these  states  look  to  other  sources  of  revenue  to  meet  their  budget 
expectations.  Through  the  broad  base  of  a  gross  receipts  tax,  the  state  can 
generate  the  required  revenues  without  undue  burden  on  particular  consumers  or 
industry  sectors.  From  time  to  time  concerns  have  been  raised  that  a  gross 
receipts  tax  is  very  regressive  in  nature,  as  it  is  not  based  on  ability  to  pay. 
However,  in  general  the  taxpayers  in  these  states  do  not  appear  to  view  the  tax 
as  being  regressive,  as  it  is  generally  considered  that  those  individuals  who 
have  higher  incomes  and  accordingly  have  a  higher  level  of  consumption,  pay 
greater  amounts  of  tax,  notwithstanding  the  fact  that  the  absolute  percentage  of 
tax  borne  by  a  particular  consumer  does  not  reflect  his  ability  to  pay. 

The  individual  whom  we  spoke  to  at  the  South  Dakota  Chamber  of  Commerce  viewed 
the  fact  that  South  Dakota  does  not  impose  any  personal  and  corporate  income 
taxes  as  a  significant  attribute  in  attracting  industry  to  the  state. 
Specifically,  it  was  noted  that  the  states'  tax  structure  was  a  factor  in 
attracting  the  national  processing  centres  for  American  Express  and  Sears 
Roebuck  credit  operations,  which  together  employ  an  estimated  3,000  people. 

South  Dakota's  total  population  is  only  approximately  700,000  people. 
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The  only  significant  displeasure  expressed  concerning  the  gross  receipts  tax  in 
South  Dakota  is  the  fact  that  contractors  are  subject  to  a  2.2  percent  excise 
tax  on  their  gross  receipts  from  construction  projects.  This  tax  is  in  addition 
to  the  gross  receipts  tax  which  contractors  pay  as  "consumers”  on  their  inputs. 
As  this  industry  segment  does  bear  a  substantial  burden  of  tax,  the  excise  tax 
has  been  the  subject  of  significant  lobbying  for  its  repeal. 

The  other  two  states  which  levy  a  gross  receipts  tax,  New  Mexico  and  Hawaii, 
do  impose  personal  and  corporate  income  taxes  and  at  rates  roughly  equal  to 
other  states  in  the  union.  These  states  have  roughly  double  the  population  of 
South  Dakota.  However,  these  states  are  also  basicially  agricultural  states 
which  are  unable  to  rely  on  a  strong  industrial  sector  to  support  an  extensive 
personal  and  corporate  tax  system. 

The  lack  of  exemptions  from  the  gross  receipts  tax  enables  each  state  to 
administer  the  tax  without  definitional  difficulty.  The  officials  in  both  South 
Dakota  and  New  Mexico  did  voice  some  concerns  regarding  businesses  which  are 
cash  based,  such  as  personal  service  businesses.  In  these  sectors  of  business 
(as  in  any  other  cash  business)  there  is  leakage  in  the  form  of  non-reporting  of 
receipts.  The  states  have  sought  to  correct  this  leakage  by  raising  assessments 
based  on  cash  flows  through  bank  accounts  or  on  the  net  worth  of  the  taxpayer. 

Thus,  the  imposition  of  a  gross  receipts  tax  seems  to  be  predicated  on  the  fact 
that  the  state  does  not  have  an  extensively  developed  economy  yet  still  requires 
substantial  revenues  in  order  to  provide  basic  services  to  its  residents. 

Business  and  occupation  taxes: 

The  business  and  occupation  tax  is  levied  for  the  privilege  of  carrying  on 
business  in  the  state  and  is  levied  on  the  gross  receipts  of  that  business. 

The  tax  is  a  tax  on  the  vendor,  not  the  purchaser  and  is  borne  by  all  levels 
of  business.  The  universal  application  of  the  tax  to  all  trade  levels  distin¬ 
guishes  business  and  occupation  taxes  from  gross  receipts  taxes.  Accordingly, 
the  tax  effectively  "borne"  by  the  final  consumer  is  a  compounded  rate  in  excess 
of  the  stated  rate.  The  applicable  rate  of  tax  is  generally  less  than  1 
percent.  However,  West  Virginia  levies  its  tax  at  the  general  rate  of  1  and 
15/100  percent  and  on  contractors  at  the  rate  of  2  and  20/100  percent. 

The  business  and  occupation  tax  is  levied  in  addition  to  any  sales  and  use  taxes 
in  a  state.  West  Virginia  and  Tennessee  levy  individual  and  corporate  income 
taxes  at  rates  similar  to  those  of  the  rest  of  the  country.  Washington  does  not 
impose  a  personal  or  corporate  income  tax. 
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Both  Washington  and  West  Virgina  levy  their  business  and  occupation  taxes  on 
all  of  the  services  relevant  to  this  study.  The  legislation  for  each  of  these 
states  charge  all  businesses  with  the  tax  and  then  provide  specific  exemptions 
for  particular  businesses.  Conversely,  Tennessee  chooses  to  specifically 
enumerate  the  businesses  subject  to  the  tax.  The  exemptions  provided  by 
Tennessee  encompass  all  of  the  professional  services  of  interest  in  this  study 
with  the  exception  of  general  business  consulting.  Although  it  is  not  entirely 
clear  why  these  services  are  exempt  from  the  Tennessee  tax,  we  understand  that 
the  following  may  be  relevant  issues: 

1.  Levying  a  business  and  occupation  tax  on  medical,  dental  and  optometric 
services  may  be  viewed  as  a  tariff  on  lower  income  individuals  and  may 
preclude  them  from  utilizing  these  services. 

2.  Engineering  and  architecture  may  be  considered  a  direct  input  into  the 
final  product  which  is  taxed  under  construction  projects.  This  rationale 
is  somewhat  specious  because  most  businesses  are  not  exempt  from  the 
business  and  occupation  tax  even  though  their  services  or  goods  are  used  in 
the  further  manufacture  or  production  of  goods  and  services. 

3.  Legal  services  may  be  excluded  because  it  may  not  be  considered  equitable 
to  place  a  tariff  on  legal  services  and  thereby  create  a  barrier  to  lower 
income  individuals  obtaining  basic  justice.  A  similar  position  may  also  be 
presented  for  accounting  services,  in  that  small  business  should  have 
access  to  sound  financial  planning  and  counselling  similar  to  that 
available  to  businesses  which  retain  in-house  professionals. 

4.  All  of  the  above  specifically  excluded  professional  service  groups  are 
typically  politically  active  and,  as  such,  exercise  a  strong  lobby. 

The  business  and  occupation  tax  is  a  very  broad  based  tax  but  has  not 
developed  from  an  expansion  of  retail  sales  taxes.  All  three  states  impose  a 
sales  and  use  tax  in  addition  to  a  business  and  occupation  tax.  Rather,  this 
type  of  tax  was  imposed  during  a  time  when  states  were  looking  for  additional 
revenues  that  could  be  directed  specifically  at  businesses  and  those  individuals 
who  potentially  could  bear  the  direct  burden  of  the  tax.  This  type  of  tax  has 
been  becoming  increasingly  unpopular,  particularly  in  West  Virgina  where  it  is 
viewed  as  a  tax  which  does  not  have  a  direct  relationship  to  the  ability  to  pay. 
This  stems  from  the  fact  that  it  is  levied  on  gross  receipts  of  the  business  and 
not  on  its  financial  performance. 
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The  business  and  occupation  tax  may  be  a  revenue  option  for  Ontario.  Its 
benefits  can  be  found  in  the  fact  that  it  is  very  broad  based  and  the  imposition 
of  a  very  low  rate  of  tax  may  not  have  a  significant  impact  on  the  relative 
balances  within  the  economy. 
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SUMMARY  OF  SERVICES  WHICH  ARE  EXEMPT  FROM  TAX 


Gross  Receipts 


Business  and  Occupation 


Page 


South 

Dakota 

91 


New 

Mexico  Hawaii 
98  102 


Washington 

106 


West 

Vi rginia  Te nnessee 
111  117 


Professional 
services : 


Legal 

Accounting 

Engineering 

Architectural 

Medical  X 

Dental  X 

Optometric  X 

Commercial 
services : 

Advertising  t 

Personal 
services : 

Child  care  X 


X 

X 

X 

X 

X 

X 

X 


X 


X 


t  Limited  exemption  available  for  advertisements  placed  In  the  media. 

All  other  services  under  study  are  taxed  under  the  business  and  occupation  or 
gross  receipts  taxes. 
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Relevant  services: 


Legal 

-  Accounting 

General  business  consulting 

-  Engineering 
Architectural 
Computer 

Advertising  (except  placing  advertisements 
in  the  media) 

-  Real  property  construction  and  demolition 

-  Telephone  answering 

Persons  subject  to  tax: 

The  state  imposes  a  gross  receipts  tax  at  various  rates  on  sales  at  retail  of 
tangible  personal  property  and  specified  services.  Additionally  there  is  a  2.2% 
excise  tax  imposed  on  the  gross  receipts  of  the  prime  contractor  in  realty 
improvement  contracts. 


Laundry  and  dry  cleaning 

Hairstyling/barbering 

Beauty;  skin  care 

Funeral 

Escort 

Clubs 

Weight  control 
Gardening 
Disc  jockey 


Overview  of  taxable  services: 

South  Dakota  expanded  its  retail  sales  tax  to  include  services  in  1975.  At  that 
time,  the  state  was  looking  for  increased  revenues  and  a  substitute  for  a 
personal  property  tax.  The  personal  property  tax  in  effect  at  that  time  was 
viewed  to  be  very  inequitable  and  was  plagued  with  leakage  problems.  In  fact, 
the  tax  was  commonly  know  as  "the  liars  tax".  The  term  retail  sales  tax  is 
probably  misleading  in  this  situation  as  the  tax  more  closely  resembles  a  gross 
receipts  tax,  in  that  it  is  a  universal  tax  on  most  business  transactions  with 
few  exemptions  provided.  This  is  in  contrast  to  a  retail  sales  tax  which  is 
generally  thought  of  as  taxing  tangible  personal  property  and  specific  services, 
rather  than  all  retail  transactions. 

The  gross  receipts  tax  accounts  for  over  50  percent  of  the  state's  revenue. 

This  tax  replaces  the  need  for  any  personal  income  tax  or  corporation  income 
tax.  According  to  a  representative  of  the  Chamber  of  Commerce,  the  fact  that 
there  is  no  income  tax  is  a  major  factor  in  attracting  new  business  to  the 
state.  Due  to  the  lack  of  population  and  development  the  state  does  not  expect 
to  attract  industrial  concerns,  however  it  has  been  successful  in  attracting 
financial  institutions,  such  as  credit  card  processing  centres. 
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The  state  official  to  whom  we  spoke  indicated  that  there  was  extensive  consulta¬ 
tion  between  government  and  business  prior  to  the  expansion  of  the  retail  sales 
tax.  Due  to  the  universal  nature  of  the  tax,  the  expansion  of  the  tax  base  was 
generally  viewed  favourably  as  a  substitute  for  the  personal  property  tax  and 
was  preferred  to  an  income  tax.  It  is  recognized  that  the  tax  is  regressive. 

Concurrent  with  the  introduction  of  the  gross  receipts  tax,  the  state  revenue 
authorities  undertook  an  extensive  media  campaign  and  mailing  to  educate 
business  as  to  the  registration  requirements.  This  media  campaign  was  further 
supported  by  the  13  state  revenue  agents  who  are  located  throughout  the  state. 
These  individuals  travelled  through  their  district  visiting  those  potential 
businesses  which  were  to  be  licensed  at  that  time.  The  use  of  these  revenue 
agents  aided  significantly  in  the  licensing  of  business.  These  revenue  agents 
provide  a  dial  service,  acting  both  as  information  officers  and  as  enforcement 
officers . 

Most  of  the  professional  services  which  are  of  interest  in  this  study  are 
subject  to  the  tax,  except  for  medical ,  optometric ,  dental  and  veterinary 
services.  These  latter  services  are  specifically  excluded,  as  they  are  viewed 
as  necessary  health  services  which  should  be  available  to  all  individuals  in 
the  state  without  the  burden  of  taxes.  Veterinary  services  are  specifically 
excluded  as  part  of  the  extensive  tax  relief  programs  available  to  farmers. 

The  balance  of  the  professional  services  which  are  subject  to  tax  are 
considered  to  be  relatively  simply  to  administer  and  without  any  significant 
leakage.  The  state  apparently  does  not  extensively  audit  these  professionals. 
This  "hands-off"  attitude  to  the  professions  is  particularly  interesting,  as 
there  is  no  corresponding  reporting  system  (e.g.  ,  income  taxes)  that  the 
officials  could  use  to  check  the  reasonableness  of  the  returns  filed  by 
professionals . 

The  state  is  currently  experiencing  some  difficulty  in  taxing  computer  services 
which  are  rendered  by  out-of-state  vendors.  The  consumers  of  these  services  in 
the  state  should  be  volunteering  the  tax  under  the  provisions  of  the  use  tax. 
However,  taxpayers  have  been  relunctant  to  self-assess  the  tax,  thus 
necessitating  the  need  for  auditors  to  specifically  review  taxpayers  records  to 
ensure  that  tax  has  been  voluteered  on  computer  services.  These  problems  have 
been  further  complicated  by  the  fact  that  there  is  little  evidence  available  to 
indicate  that  computer  services  have  been  rendered  and  the  extent  of  those 
s  ervices . 

On  the  whole  advertising  services  are  taxable.  The  exception  to  this  rule  is 
an  exemption  for  the  service  of  placing  advertisements  in  the  media.  The 
exemption  applies  to  these  areas  because  the  goods  to  which  the  services 
relate  are  themselves  exempt  from  tax  (e.g.,  newspapers,  magazines  and 
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broadcasting).  Additionally  there  are  very  strong  lobbies  in  these  industries. 
Somewhat  surprisingly,  we  understand  that  the  primary  thrust  of  the  lobby  is 
that  any  increase  in  advertising  costs  would  have  to  be  passed  on  and  would 
damage  the  industry.  A  similar  argument  was  used  recently  in  the  United 
Kingdom  to  prevent  value-added  tax  from  being  applied  to  newspapers  and 
magazines.  This  exemption  for  placing  advertisements  is  no  different  than  the 
exemptions  provided  by  the  other  states  which  specifically  tax  advertising 
services  (Connecticut  and  New  Jersey).  As  in  the  other  states,  should  the 
advertising  agency  create  the  advertisement  and  then  sell  the  advertisement  to 
someone  else  for  placement  in  the  media,  the  sale  would  be  subject  to  tax. 
However,  in  all  cases  where  the  advertising  agency  develops  the  advertisement 
and  places  the  advertisement,  the  entire  service  is  exempt.  The  obvious 
problem  with  this  type  of  tax  system  is  that  services  rendered  by  the 
advertising  agency  may  encompass  both  taxable  and  non-taxable  services.  The 
solution  to  this  is  to  ensure  that  the  split  between  taxable  and  non-taxable 
services  is  reasonable  and  invoiced  accordingly.  This  is  not  of  great  concern 
to  the  South  Dakota  state  revenue  officials  as  the  revenue  dollars  involved  are 
not  significant  nor  is  the  advertising  industry  large  in  this  state. 

The  taxation  of  personal  services  such  as  telephone  answering,  laundry  and 
dry  cleaning,  barbering/hairstyling,  etc.,  would  seem  to  be  relatively  easy  to 
administer  with  little  leakage  in  the  system.  This  is  considered  to  be  because 
these  businesses  generally  have  a  fixed  establishment  which  enables  the  auditors 
to  assess  the  extent  of  the  tax  that  the  business  should  generate.  There  are 
collection  problems  in  other  personal  services  such  as  escort ,  gardening  and 
disc  jockey  services,  primarily  because  these  businesses  are  generally  conducted 
in  cash  and  there  may  be  no  fixed  establishment  for  the  auditor  to  assess  the 
potential  of  the  gross  receipts  for  that  enterprise.  The  state  has  taken  the 
approach  of  reviewing  the  value  of  the  bank  accounts  of  these  individuals  and 
has  applied  a  net  worth  type  of  assessment. 

The  last  major  area  taxed  in  South  Dakota  is  real  property  construction  and 
demolition.  As  construction  was  not  considered  a  service,  it  was  not  included 
in  the  expansion  of  the  tax  base  in  1975.  However,  in  1979  the  state  introduced 
a  special  excise  tax  on  construction  which  applied  to  the  gross  receipts  of  the 
prime  contractor.  The  prime  contractor  was  the  person  targeted  for  the  tax  as 
it  enabled  easier  administration,  i.e.,  similar  to  the  retail  sales  tax  system 
of  providing  exemptions  until  the  goods  are  resold  to  consumers. 

The  receipts  of  the  subcontractor  are  exempt  from  tax  provided  he  has  the 
appropriate  exemption  certificate  on  file.  The  use  of  the  term  "prime 
contractors"  is  somewhat  of  a  missnomer,  as  many  construction  contracts  have 
more  than  one  contractor  being  paid  directly  by  the  purchaser  of  the  contract 
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services.  Only  prime  contractors  certified  by  the  state  may  issue  exemption 
certificates  but  there  have  been  difficulties  in  defining  who  is  the  "prime 
contractor" . 

There  is  a  problem  in  South  Dakota  with  construction  contracts  being  fulfilled 
by  out  of  state  contractors.  Unlike  a  number  of  other  states.  South  Dakota  does 
not  have  a  joint  and  several  liability  of  the  consumer  and  contractor  for  the 
tax.  To  compensate  for  this  fact  the  revenue  agent  is  expected  to  monitor 
construction  activity  in  his  area  and  ensure  that  tax  is  being  collected  as 
appropriate.  There  have  been  a  number  of  situations  where  the  tax  was  not  being 
remitted  and  the  state  has  been  forced  to  put  a  lien  on  the  contractor's 
equipment  for  non-payment  of  the  tax. 

The  excise  tax  on  contractors  is  in  addition  to  the  gross  receipts  tax  which  is 
paid  on  the  services  consumed  or  the  tangible  personal  property  purchased  in 
order  to  fulfill  the  construction  contract.  Therefore,  the  contractor  generally 
pays  a  4  percent  gross  receipts  tax  on  his  inputs  as  well  as  the  excise  tax  at 
2.2  percent  on  his  gross  contract  price.  Recognizing  that  this  may  be  a  larger 
tax  burden  then  most  other  taxpayers  in  this  state  are  subject  to,  the 
legislature  has  seen  fit  to  protect  the  contractor  from  any  future  increases  in 
the  tax  rate  to  his  inputs.  This  legislation  was  introduced  in  July  of  1984  and 
since  that  time  there  has  not  been  a  tax  increase. 

Exemptions : 

The  exemptions  available  under  the  South  Dakota  gross  receipts  tax  are  very 
limited.  They  apply  principally  to  sales  to  organizations  which  are  otherwise 
tax  exempt,  such  as  various  levels  of  government  and  non-profit  entities. 

There  are  exemptions  for  goods  and  services  which  are  purchased  for  resale. 
However,  this  resale  exemption  does  not  extend  to  such  things  as  manufacturing 
equipment . 

Local  taxes: 

Incorporated  cities  and  towns  levy  a  tax  on  between  1  percent  and  2  percent 
on  generally  the  same  basis  as  the  state  retail  sales  tax.  This  tax  is 
administered  by  the  state. 
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The  law: 

South  Dakota  Codified  Laws,  Chapter  10-45,  Retail  Sales  and  Service  Tax.^^ 

Section  10-42-4.  Tax  on  receipts  from  business  services  - 

There  is  hereby  imposed  a  tax  at  the  same  rate  as  that  imposed  upon  sales  of 
tangible  personal  property  (4%)  in  this  state  upon  the  gross  receipts  of  any 
person  from  the  engaging  or  continuing  in  the  practice  of  any  business  in 
which  a  service  is  rendered.  Any  service  as  defined  by  §10-45-4.1  shall  be 
taxable,  unless  the  service  is  specifically  exempt  from  the  provisions  of  this 
chapter . 

Section  10-45-4.1.  Services  subject  to  taxation  - 

"Service"  means  all  activities  engaged  in  for  other  persons  for  a  fee, 
retainer,  commission,  or  other  monetary  charge,  which  activities  involve 
predominantly  the  performance  of  a  service  as  distinguished  from  selling 
property.  In  determining  what  is  a  service,  the  intended  use,  principal 
objective  or  ultimate  objective  of  the  contracting  parties  shall  not  be 
controlling.  For  the  purposes  of  this  chapter,  services  rendered  by  an 
employee  for  his  employer  are  not  taxable. 

Section  10-45-5.  Tax  on  receipts  from  specific  enumerated  businesses  and 
services  - 

There  is  imposed  a  tax  at  the  rate  ...  of  four  percent  upon  the  gross  receipts 
of  any  person  from  engaging  in  the  business  ...  any  of  the  following 
businesses  or  services  in  this  state:  accountants;  architects;  barbers; 
beauty  shops;  dry  cleaning;  dyeing;  garment  alteration,  cleaning  and  pressing; 
specialty  cleaners;  laundry;  linen  and  towel  supply;  membership  or  entrance 
fees  for  the  use  of  a  facility  or  for  the  right  to  purchase  tangible  personal 
property  or  services;  ... 


(1)  South  Dakota  imposes  its  use  tax  under  Chapter  10-46  which  has  not  been 

reproduced  here  as  the  operation  of  this  chapter  is  similar  to  the  Retail 
Sales  and  Service  Tax. 
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Section  10-45-5.2.  Services  enumerated  in  Standard  Industrial  Classification 
Manual  subject  to  tax  - 

The  following  enumerated  in  the  Standard  Industrial  Classification  Manual, 

1982  ...  are  specifically  subject  to  the  tax  levied  by  this  chapter  ... 
personal  services  (major  group  72,  barber,  beauty  shops,  dry  cleaning, 
funeral,  weight  control);  business  services  (major  group  73,  computer  and  data 
processing,  management  consulting  and  public  relations)  ...  legal  services 
(major  group  81);  landscape  and  horticultural  services  (group  no.  078); 
engineering,  architectural,  and  surveying  services  (group  no.  891);  and 
accounting,  auditing,  and  bookkeeping  services  (group  no.  893).  ...  funeral 
service  and  crematories  (group  no.  726)  except  that  purchases  of  goods  or 
services  with  money  advanced  as  an  accommodation  are  retail  purchases  and  are 
not  includable  in  gross  receipts  for  funeral  services  and  fees  paid  or  donated 
for  religious  ceremonies  are  not  includable  in  gross  receipts  for  funeral 
services ;  ... 

Section  10-45-1.  Definition  of  terms  - 

(1)  "Business"  includes  any  activity  engaged  in  by  any  person  or  caused  to  be 
engaged  in  by  him  with  the  object  to  gain,  benefit,  or  advantage,  either 
direct  or  indirect; 

(5)  "Retail  sale"  or  "sale  at  retail"  means  the  sale  of  either  tangible 

personal  property  or  services,  or  both  tangible  personal  property  and 
services  to  the  consumer  or  user  thereof,  or  to  any  person  for  any 
purpose  other  than  for  resale  ... 

Permit  required: 

A  permit  is  required  for  each  place  of  business  in  this  state.  There  are  no 
permit  fees. 

Reports : 

Reports  are  to  be  filed  on  the  last  day  of  the  month  covering  the  preceding  two 
months.  Persons  whose  tax  liability  exceeds  $600  in  any  two  month  period  must 
file  monthly  returns  due  on  the  last  day  of  the  month  following  the  period 
covered.  Permission  may  be  obtained  from  the  state  for  filing  semi-annaul 
returns . 

Collections : 

The  tax  is  due  upon  filing  the  report.  The  tax  is  to  be  passed  on  to  the 
cons umer . 
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The  tax  system: 

The  major  sources  of  revenue  in  1983: 


$  000 's 

% 

gross  receipts  tax 

$173,530 

53.5% 

-  gasoline  tax 

55,155 

17.0% 

all  other  sources 

95,685 

29.5% 

$324,370 

100.0% 

The  state  does  not  impose  a  corporate  or  personal  income  tax. 

The  state's  economy: 

Population  (1983)  700,000;  total  area  77,047  square  miles. 

South  Dakota  had  a  per  capita  personal  income  of  $7,806  by  1980  and  was  ranked 
33rd  in  the  nation.  By  1979  total  personal  income  was  $5.1  billion  of  which  28 
percent  was  derived  from  agriculture,  19  percent  from  government,  17  percent 
from  wholesale  and  retail  trade,  11  percent  from  services,  and  8  percent  from 
manufacturing.  The  mining  industry  accounted  for  less  than  2  percent  of  the 
income. 


Cash  income  from  livestock  and  livestock  products  is  generally  about  three  times 
that  from  crops.  The  state  ranks  high  in  the  production  of  rye  and  flaxseed  as 
well  as  spring  wheat. 

The  major  industrial  groups  are  food  products,  industrial  machinery,  and  lumber 
and  wood  products.  Meat  processing  is  the  largest  single  industry,  representing 
about  one-fourth  of  the  value  added  by  manufacturing  in  the  state. 

By  1979  South  Dakota  ranked  38th  among  the  states  in  mineral  production. 

Leading  products  are  gold,  cement,  stone,  and  sand  and  gravel. 

Contacts : 


Mr.  Alan  Morris 

Deputy  Director  of  Retail  Sales  Tax 

Department  of  Revenue 

700  North  Illinois 

Pirre,  South  Dakota  57501 

(605)  773-5141 


Ms.  Joan  Likeness 
Director  of  Member  Services 
South  Dakota  Chamber  of  Commerce 
P.0.  Box  190 

Pirre,  South  Dakota  57501 
(605)  224-6161 
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Relevant  services: 

All  the  services  of  interest  in  this  study. 

Persons  subject  to  tax: 

All  persons  engaged  in  business  who  make  sales  at  retail  are  liable  for  the 
gross  receipts  tax  at  the  rate  of  3.75  percent.  The  tax  may  be  absorbed  or 
separately  invoiced;  the  tax  is  usually  invoiced  separately. 

Overview  of  taxable  services: 

New  Mexico  has  imposed  a  gross  receipts  tax  since  1934  and  its  provisions  have 
remained  virtually  unchanged  since  that  time.  The  tax  has  a  very  broad  base  and 
applies  to  all  goods  sold  and  all  services  rendered  in  the  state.  There  are  the 
usual  exemptions  for  sales  to  various  levels  of  government  and  non-profit 
organizations . 

The  tax  is  intended  to  apply  only  once  to  goods  sold  or  services  rendered  in 
this  state.  Accordingly,  there  are  a  number  of  exemptions  similar  to  those 
in  Ontario  which  facilitate  this  single  incidence  of  tax.  In  effect  the 
gross  receipts  tax  is  very  similar  to  a  retail  sales  tax  but  with  a  broader 
base.  The  tax  is  also  very  similar  to  a  business  and  occupation  tax,  with  the 
main  difference  being  that  the  gross  receipts  tax  is  usually  borne  by  the 
consumer,  and  as  such  is  a  single  incidence  tax,  whereas  the  business  and 
occupation  tax  is  borne  by  the  vendor  and  applies  on  most  transactions  without 
exemption. 

The  gross  receipts  tax  is  the  largest  source  of  revenue  for  the  state.  The 
state  does  operate  a  personal  and  corporate  income  tax  system,  however,  the 
rates  of  tax  are  relatively  low,  as  are  the  revenues  which  they  generate. 

The  personal  income  tax  applies  at  graduated  rates  with  a  top  rate  of  7.8 
percent  on  net  income  over  $100,000  ($200,000  for  joint  returns).  The 
corporation  income  tax  is  also  graduated  with  a  rate  of  4.9  percent  on  the 
first  $1  million  of  income,  6  percent  on  the  next  $1  million  and  7.2  percent 
of  net  income  over  $2  million.  There  is  a  provision  in  the  income  tax 
system  to  allow  certain  corporations  to  pay  an  additional  3/4  of  1  percent 
tax  on  gross  receipts  from  New  Mexico  sales  instead  of  the  corporate  income 
tax. 
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Exemptions : 


The  following  exemptions  are  applicable  to  the  relevant  services: 

-  sales  of  services  for  resale; 

sales  of  construction  services  to  a  person  in  the  construction  business  if 
the  service  is  performed  on  a  project  subject  to  the  gross  receipts  tax; 
sales  of  services  performed  directly  on  manufactured  goods. 

Local  taxes: 

County  and  local  governments  levy  a  combined  gross  receipts  tax  of  up  to  2 
percent  on  the  same  basis  as  the  state.  The  tax  is  administered  and  collected 
by  the  state. 

The  law : 

New  Mexico  Statutes,  Article  9,  Gross  Receipts  and  Compensating  Tax. 

Section  7-9-4.  Imposition  and  rate  of  tax;  denomination  as  "gross  receipts 
tax  - 


A.  For  the  privilege  of  engaging  in  business,  an  excise  tax  equal  to  three 
and  three-fourths  percent  of  gross  receipts  is  imposed  on  any  person 
engaging  in  business  in  New  Mexico. 

Section  7-9-3.  Definitions  - 

As  used  in  the  Gross  Receipts  and  Compensating  Tax  Act: 

B.  "Buying"  or  "selling"  means  any  transfer  of  property  for  consideration 
or  any  performance  of  service  for  consideration. 

Permit  required: 


No  permit  is  required. 

Reports : 

Returns  are  due  by  the  25th  of  the  month  following  the  month  for  which  the 
return  pertains.  Semi-annual  returns  are  permitted  when  the  taxpayers  liability 
is  less  than  $100  per  month. 
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Collection: 


The  tax  is  due  with  the  return.  The  tax  is  usually  passed  onto  the  consumer. 
Tax  system: 

Major  sources  of  revenue  in  1983: 


$  000 's  % 


income  tax  (individual  and  corporation)! 

$ 

78,368 

6.7% 

-  severence  tax  (oil  and  gas) 

329,550 

28.3% 

-  gross  receipts 

476,664 

41.0% 

all  other  sources 

279,022 

24.0% 

$1 

,163,604 

100.0% 

t  Corporation  -  4.8  percent  on  the  first  $1,000,000  of  taxable  income,  6 
percent  on  next  $1,000,000  and  7.2  percent  thereafter. 

Individuals  -  subject  to  tax  at  graduated  rates  with  a  top  marginal  rate  of 
7.8  percent  on  taxable  income  over  $100,000  ($200,000  for  married  filing 
joint  returns). 

The  state’s  economy: 

Population  (1983)  1,399,000;  total  area  121,666  square  miles. 

New  Mexico's  economy  relys  heavily  on  the  export  of  raw  materials  and  on  federal 
expenditures  for  programs  of  no  certain  permanence,  it  is  subject  to  shifting 
demands  from  outside  the  state.  Overall,  government  spending  accounts  for 
nearly  one-fourth  of  the  state's  economy.  New  Mexico  is  a  comparatively  poor 
state;  in  1980  it  ranked  38th  nationally  in  per  capita  income. 

Sale  of  beef  now  accounts  for  more  than  one-half  of  the  marketing  receipts  from 
agricultural  products.  Cotton  is  the  leading  cash  crop  and  hay  ranks  second. 
Wheat  and  sorghum  are  raised  on  the  dry  farms  of  the  eastern  part  of  the  state, 
but  the  irregularity  of  rainfall  makes  this  type  of  agriculture  difficult. 

The  mining  industry  contributes  10  percent  of  the  state's  income.  Copper  mining 
remains  important;  coal  mining,  which  declined  with  the  increased  use  of  other 
fuels.  New  Mexico  produces  about  85  percent  of  the  nation's  potash  and,  since 
the  discovery  of  uranium  deposits  in  1950,  it  has  led  the  nation  in  uranium 
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production.  Iron,  lead,  zinc,  managnese,  and  molybdenum  are  also  mined,  but  oil 
and  natural  gas  account  for  about  60  percent  of  the  state's  mineral  income. 

Manufacturing  in  New  Mexico  was  originally  limited  to  the  production  of  consumer 
goods,  but  is  has  increased  rapidly  since  World  War  II  and  now  accounts  for  7 
percent  of  the  state's  income.  Food  processing,  petroleum  refining,  smelting, 
railroad  maintenance,  and  the  manufacture  of  construction  materials  are  leading 
industrial  activities.  Because  of  the  limited  development  of  industry,  unions 
are  not  widespread  and  are  confined  largely  to  the  mining,  smelting,  and 
petroleum  industries. 

Contact: 

Mr.  Michael  Seabrooke 
Deputy  Director  of  Revenue  Division 
Taxation  and  Revenue  Department 
Division  of  Taxation 
P.0.  Box  630, 

Santa  Fe,  New  Mexico  87509 
(505)  988-2290 
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GROSS  RECEIPTS  TAX 


Relevant  services: 

All  the  services  of  interest  in  the  study. 

Persons  subject  to  tax: 

A  gross  receipts  tax  (general  excise)  tax  is  levied  generally  at  the  rate  of  4% 
against  specific  persons  on  account  of  their  business  or  other  activities  in 
Hawaii.  This  tax  is  in  addition  to  all  other  taxes. 

Exemptions : 

Exemptions  are  available  for: 

-  non-profit  business  leagues,  chambers  of  commerce,  boards  of  trade  and 
civic  leagues; 

-  hospitals,  infirmaries,  sanatoria  and  persons  afflicted  by  Hansen’s  disease 
and  Kokuols; 

-  certain  income  of  cooperative  corporations; 

-  non-profit  cemetery  corporations  and  associations. 

Local  taxes: 

No  local  taxes  are  levied. 

The  law: 

Hawaii  Revised  Statutes,  Chapter  237,  General  Excise  Tax  Law. 

Section  237-13.  Imposition  of  tax  - 

There  is  hereby  levied  and  shall  be  assessed  and  collected  annually  privilege 
taxes  against  persons  on  account  of  their  business  and  other  activities  in  the 
State  measured  by  the  application  of  rates  against  values  of  products,  gross 
proceeds  of  sales,  or  gross  income,  whichever  is  specified,  as  follows. 

(3)  Tax  upon  contractors  - 

(A)  Upon  every  person  engaging  or  continuing  within  the  State  in  the 

business  of  contracting,  the  tax  shall  be  equal  to  four  percent  of 
the  gross  income  of  the  business; 
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(B)  In  computing  the  tax  ...  there  shall  be  deducted  from  the  gross 

income  of  the  taxpayer  so  much  thereof  as  has  been  included  in  the 
measure  of  the  tax  levied  under  paragraph  (3) (A)  ...  another 
taxpayer  who  is  a  contractor,  as  defined,  or  who  is  a  specialty 
contractor,  duly  licensed  ...  in  respect  of  his  business  as  such,  if 
the  tax  on  the  amount  so  deducted  has  been  paid  by  the  other  person, 
or  has  been  withheld  by  the  taxpayer  and  shall  be  paid  over  by  him 
to  the  assessor  at  the  time  of  filing  the  return,  such  withholding 
being  hereby  authorized;  but  any  person  claiming  a  deduction  under 
this  paragraph  shall  be  required  to  show  in  his  return  the  name  of 
the  person  paying  the  tax  on  the  amount  deducted  by  him  or  from  whom 

the  tax  was  withheld,  and  shall  issue  a  receipt  for  any  amount  of 

tax  withheld,  which  upon  filing  by  the  other  taxpayer  with  his 
return,  shall  relieve  the  other  taxpayer  of  liability  for  the  amount 
of  tax  withheld. 

(6)  Tax  on  service  business.  Upon  every  person  engaging  or  continuing  within 
the  State  in  any  service  business  or  calling  not  otherwise  specifically 
taxed  under  this  chapter,  there  is  likewise  hereby  levied  and  shall  be 
assessed  and  collected  a  tax  equal  to  four  percent  of  the  gross  income  of 
any  such  business;  provided,  however,  where  any  person  engaging  or 
continuing  within  the  State  in  any  service  business  or  calling  renders 
such  services  upon  the  order  of  or  at  the  request  of  another  taxpayer  who 

is  engaged  in  the  service  business  and  who,  in  fact,  acts  as  or  acts  in 

the  nature  of  an  intermediary  between  the  person  rendering  such  services 
and  the  ultimate  recipient  of  the  benefits  of  services,  so  much  of  the 
gross  income  as  is  received  by  the  person  rendering  the  services  shall  be 
subjected  to  the  tax  at  the  rate  of  one-half  of  one  percent  and  all  of 
the  gross  income  received  by  the  intermediary  from  the  principal  shall  be 
subjected  to  a  tax  at  the  rate  of  four  percent. 

(8)  Professions.  Upon  every  person  engaging  or  continuing  within  the  State 

in  the  practice  of  a  profession,  including  those  expounding  the  religious 
doctrines  of  any  church,  there  is  likewise  hereby  levied  and  shall  be 
assessed  and  collected  a  tax  equal  to  four  percent  of  the  gross  income  on 
the  practice  or  exposition. 

(10)  Tax  on  other  business.  Upon  every  person  engaging  or  continuing  within 
the  State  in  any  business,  trade,  activity,  occupation,  or  calling  not 
included  in  the  preceding  paragraphs  or  any  other  provisions  of  this 
chapter,  there  is  likewise  hereby  levied  and  shall  be  assessed  and 
collected,  a  tax  equal  to  four  percent  of  the  gross  income  thereof.  In 
addition,  the  rate  prescribed  by  this  paragraph  shall  apply  to  a  business 
taxable  under  one  or  more  of  the  preceding  paragraphs  or  other  provisions 
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of  this  chapter,  as  to  any  gross  income  thereof  not  taxed  thereunder  as 
gross  income  or  gross  proceeds  of  sales  or  by  taxing  an  equivalent  value 
of  products,  unless  specifically  exempted. 


Permit : 

Every  person  subject  to  the  tax  must  obtain  a  licence  which  is  renewable 
annually.  The  initial  permit  fee  is  $2.50  and  the  annual  fee  is  $1.00. 

Reports : 

Returns  are  to  be  filed  monthly  on  or  before  the  last  day  of  the  following 
month.  An  annual  return  is  due  by  the  20th  day  of  April  of  the  succeeding  year. 
Permission  may  be  granted  to  file  quarterly  returns  if  the  annual  liability  is 
less  than  $1,000. 

Collection: 

The  tax  is  due  with  the  return.  The  tax  is  generally  passed  on  to  the 
consumer. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


m 

o 

o 

o 

<ry 

/o 

-  general  income  taxt 

$  37  1,483 

3  2.5% 

-  general  excise  tax 

601,127 

52.5% 

-  all  other  sources 

171,751 

15.0% 

$1,144,361 

100.0% 

t  Corporations  -  5.85  percent  on  the  first  $25,000  of  taxable  income  and  6.435 
percent  on  amounts  in  excess  of  $25,000;  lower  rates  are  applicable  to 
capital  gains. 

Individuals  -  graduated  rates  with  a  top  marginal  rate  of  11%  on  taxable 
income  at  $30,500  ($61,00  married  filing  joint). 
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The  stated  economy: 

Population  (1983)  1,023,000;  total  area  6,450  square  miles. 

Hawaii  ranks  relatively  low  among  the  states  in  terms  of  total  personal  income, 
farm  products  sold,  value  of  manufacturing  shipments,  retail  sales,  and  bank 
deposits.  Its  cost  of  living  and  personal  income  per  capita  are  among  the 
highest . 

Since  Hawaii  has  no  important  mineral  deposits,  its  only  natural  resources  are 
its  temperate  climate,  water  supply,  soil,  vegetation,  and  surrounding  ocean. 

Tourism  is  Hawaii’s  largest  industry,  with  gross  expenditures  by  visitors  of 
more  than  $2  billion  a  year.  Expansion  has  been  particularly  rapid  since  World 
War  II;  annual  visitor  arrivals  increased  from  52,000  in  1951  to  3,500,000  by 
1980.  This  growth  has  resulted  in  part  from  continued  improvements  in 
transportation  and  the  stimulus  provided  by  the  state  government  and  local 
businesses . 

The  second  largest  source  of  income  in  Hawaii  is  the  federal  government, 
primarily  through  defense  expenditures  amounting  to  more  than  $1,000,000,000 
per  year. 

Hawaii  has  more  than  900  companies  engaged  in  diversified  manufacturing. 

Heavy -manufacturing  plants,  using  raw  materials  for  the  most  part  imported  from 
the  U.S.  mainland,  include  an  oil  refinery  that  produces  a  variety  of  petroleum 
products  and  chemical  compounds,  a  steel  mill  manufacturing  reinforcing  bars, 
two  cement  plants. 

Contact : 

Mr.  Wallace  Aoki 

Deputy  Director  of  Taxation 

State  Department  of  Taxation 

P.0.  Box  259 

Honololu,  Hawaii  96809 

(808)  548-7562 
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BUSINESS  AND  OCCUPATION  TAX 


Relevant  services: 


All  the  services  of  interest  in  the  study,  with  limited  exemptions. 

Persons  subject  to  tax: 

A  business  and  occupation  tax  is  levied  on  all  persons  for  the  privilege  of 
engaging  in  business,  based  on  gross  income  of  the  business.  This  tax  is  borne 
by  the  business  and  is  in  addition  to  the  sales  and  use  tax  borne  by  the 
consumer  -  see  page  77. 

Overview  of  taxable  services: 


Washington  has  had  a  business  and  occupation  tax  since  1933.  Prior  to 
implementation  of  the  tax,  the  State  relied  primarily  on  property  taxes  for  its 
revenue.  During  the  depression  there  was  a  decline  in  payments  of  property  tax 
and  there  were  a  substantial  number  of  foreclosures.  At  the  same  time,  there 
was  a  demand  for  an  increase  in  state  welfare  services.  The  business  and 
occupation  tax  was  brought  in  to  raise  state  revenues  and  has  been  in  place 
since  that  time. 

As  in  other  states  that  impose  a  business  and  occupation  tax,  the  tax  is  a 
multi-tier  tax  and  there  is  no  refund  or  deduction  for  taxes  included  in 
services  received,  even  though  services  rendered  are  subject  to  the  tax.  The 
tax  is  generally  1  1/2  percent  of  gross  income;  however,  construction  services 
are  taxed  at  44/100  of  1  percent  of  gross  income.  Deductions  are  allowed  for 
cash  discounts  and  bad  debts.  Exemptions  are  limited  and  are  noted  below. 

As  in  other  states,  in-house  services  are  not  taxed  due  to  constitutional 
restrictions.  The  tax  applies  on  every  person  engaging  in  any  business  activity 
within  the  state  of  Washington;  therefore,  services  rendered  by  out-of-state 
vendors  will  be  taxed  in  Washington  to  the  extent  that  services  are  rendered  in 
the  state.  Businesses  based  in  Washington  may  be  exempt  from  tax  on  services 
exported.  Exemption  only  applies  where  the  entity  maintains  places  of  business 
both  within  and  without  the  State  of  Washington.  Apportionment  of  income  for 
inter-state  services  gives  rise  to  administrative  problems  for  both  taxpayers 
and  Department  of  Revenue  auditors. 

Based  on  discussions  with  the  Department  of  Revenue,  tax  leakage  has  not  been 
seen  as  a  major  problem  with  the  business  and  occupation  tax.  Leakage  is  much 
more  of  a  problem  with  the  retail  sales  tax.  To  the  extent  that  there  are 
leakage  problems,  they  arise  with  respect  to  inter-state  transactions  and  cash 
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transactions.  The  quantum  of  leakage  from  small  cash  businesses  is  not 
considered  significant  enough  to  warrant  frequent  audit.  Inter-state 
transactions  are  seen  as  the  largest  problem  in  terms  of  what  is  taxable  and 
what  is  not  taxable  in  the  State  of  Washington  and  also  in  terms  of  tax  leakage. 
Regular  audits  ensure  compliance  and  tax  recovery  in  this  area. 

Rate  of  tax: 

Street,  highway,  bridge  or  trestle  building 
or  repairing 

Persons  constructing,  repairing,  decorating 
or  improving  buildings  under,  on  or  above 
realty  of  or  for  the  federal  government, 
its  instrumentalities  or  a  county  or  city 
housing  authority 

All  other  business 

Exemptions : 

-  Amounts  derived  as  compensation  for  services  rendered  to  patients  by 
hospitals  which  are  operated  by  a  governmental  instrumentality,  by 
hospitals  operated  as  non-profit  corporations  or  by  nursing  homes,  and 
homes  for  unwed  mothers  operated  by  religious  or  charitable  organizations. 

-  Sales  of  prescription  drugs  or  services  rendered  by  non-profit  hospitals 
exempt  from  property  taxes,  a  non-profit  kidney  dialysis  facility,  nursing 
homes  and  homes  for  unwed  mothers. 

-  Funeral  home  expense  reimbursements. 

-  Amounts  spent  to  repair,  maintain,  manage  or  improve  residential  structures 
and  commonly  held  property  of  cooperative  housing  associations  or 
corporations  or  associations  of  property  owners  from  members,  residents  or 
owners . 

Amounts  received  by  a  non-profit  youth  organization  as  membership  fees  or 
dues  or  from  members  for  use  of  the  organization's  camping  or  recreational 
services  and  facilities. 


44/100  of  1  percent  of 
gross  income 


44/100  of  1  percent  of 
gross  income 

1  1/2  percent  of  gross  income 
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Law : 

Revised  Code  of  Washington,  Chapter  82.04,  Business  and  Occupation  Tax. 

Section  82.04.220.  Business  and  occupation  tax  imposed  - 

There  is  levied  and  shall  be  collected  from  every  person  a  tax  for  the  act  or 
privilege  of  engaging  in  business  activities.  Such  tax  shall  be  measured  by 
the  application  of  rates  against  value  of  products,  gross  proceeds  of  sales, 
or  gross  income  of  the  business,  as  the  case  may  be. 

Section  82.04.290.  Tax  on  other  business  or  service  activities  - 

Upon  every  person  engaging  within  this  state  in  any  business  activity  other 
than  or  in  addition  to  those  enumerated  ...  as  to  such  persons  the  amount  of 
tax  on  account  of  such  activities  shall  be  equal  to  the  gross  income  of  the 
business  multiplied  by  the  rate  of  1.50  percent  ...  This  section  includes, 
among  others,  and  without  limiting  the  scope  hereof  (whether  or  not  title  to 
materials  used  in  the  performance  of  such  business  passes  to  another  by 
accession,  confusion  or  other  than  by  outright  sale),  persons  engaged  in  the 
business  of  rendering  any  type  of  service  which  does  not  constitute  a  "sale  at 
retail"  or  a  "sale  at  wholesale".  The  value  of  advertising,  demonstration, 
and  promotional  supplies  and  materials  furnished  to  an  agent  by  his  principal 
or  supplier  to  be  used  for  informational,  educational  and  promotional  purposes 
shall  not  be  considered  a  part  of  the  agent's  remuneration  or  commission  and 
shall  not  be  subject  to  taxation  under  this  section. 

Section  82.04.080.  "Gross  income  of  the  business"  - 

"Gross  income  of  the  business"  means  the  value  proceeding  or  accruing  by 
reason  of  the  transaction  of  the  business  engaged  in  and  includes  gross 
proceeds  of  sales,  compensation  for  the  rendition  of  services,  gains  realized 
from  trading  in  stock,  bonds,  or  other  evidences  of  indebtedness,  interest, 
discounts,  rents,  royalties,  fees,  commissions,  dividends  and  other  emoluments 
however  designated,  all  without  any  deduction  on  account  of  the  cost  of 
tangible  property  sold,  the  cost  of  materials  used,  labor  costs,  interest, 
discount,  delivery  costs,  taxes,  or  any  other  expense  whatsoever  paid  or 
accrued  and  without  any  deduction  on  account  of  losses. 

Section  82.04.300.  Exemptions  -  based  on  monthly  gross  or  yearly  gross  - 

This  chapter  shall  apply  to  any  person  engaging  in  any  business  activity 
taxable  under  82.04.290  ...  other  than  those  whose  value  of  products,  gross 
proceeds  of  sales,  or  gross  income  of  the  business  is  less  than  one  thousand 
dollars  per  month:  provided,  that  where  one  person  engaged  in  more  than  one 
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business  activity  and  the  combined  measures  of  the  tax  applicable  to  such 
businesses  equal  or  exceed  one  thousand  dollars  per  month,  no  exemption  or 
deduction  from  the  amount  of  tax  is  allowed  by  this  section. 

Permit  requirements: 

Every  person  engaging  in  any  taxable  business  is  required  to  register  and  make  a 
payment  of  $15.  Separate  permit  required  for  each  place  of  business,  but  only 
one  fee  is  required. 

Reports : 

Reports  and  returns  are  due  monthly  within  25  days,  following  the  end  of  each 
month.  Returns  covering  longer  periods  are  due  on  or  before  the  last  day  of  the 
month  next  succeeding  the  end  of  the  period. 

Collection: 

The  tax  is  remitted  with  the  return.  The  tax  is  not  borne  by  the  consumer  but 
is  part  of  the  operating  overhead  of  the  business. 

Tax  system: 

Major  sources  of  revenue  in  1983: 


$  OOO’s  % 


retail  sales  tax  (see  page  77) 

$1,739,366 

41.5% 

-  corporate  income  tax 

* 

* 

personal  income  tax 

* 

* 

-  business  and  occupation  tax 

569,339 

13.6% 

all  other  sources 

1,881,868 

44.9% 

$4,190,573 

100.0% 

*  No  income  tax 
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The  state’s  economy: 

Population  (1983)  4,300,000;  total  area  68,182  square  miles. 

Washington  leads  all  states  in  hydroelectric  power  generation,  with  more  than 
one-fifth  of  the  national  total.  Its  forests  contain  nearly  4  percent  of  the 
national  commercial  forest  area,  including  almost  37  percent  of  the  sawtimber. 

With  the  exception  of  its  leading  industry,  aircraft  and  aircraft  parts,  the 
state's  most  important  manufactures  are  based  on  its  natural  resources.  They 
include  lumber  and  wood  products,  processed  goods,  primary  metal  industries, 
paper  and  allied  products,  and  nonelectrical  machinery. 

Among  relatively  large  agricultural  crops  is  wheat,  in  which  Washington 
regularly  ranks  third  or  fourth  in  the  nation  in  value  of  crop  production.  It 
supplies  one-fourth  of  all  fresh  apples  and  ranks  among  the  top  states  in  potato 
harvesting. 

Washington's  unusual  dependency  on  military  contracts,  aerospace,  construction, 
and  wood-producing  industries  has  resulted  in  an  extremely  vulnerable  economy. 

Contact: 


Mr.  A.  N.  Shinpoch 
Director  of  Revenue 
(206)  753-5574 

Mr.  Don  Taylor 

Tax  Information  Chief 

Washington  State  Department  of  Revenue 
General  Administration  Building,  AX-02 
Olympia,  Washington  98504 
(206)  753-5569 
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Relevant  services: 


All  the  services  of  interest  in  the  study. 

Persons  subject  to  tax: 

A  business  and  occupation  tax  is  levied  on  all  persons  for  the  privilege  of 
engaging  in  business  based,  on  gross  income  of  the  business.  In  general  the 
subject  services  are  taxed  at  the  rate  of  1.15  percent  with  the  exception  of 
contracting,  which  is  taxed  at  2.2  percent.  This  tax  is  borne  by  the  business 
and  is  in  addition  to  the  sales  and  use  tax  borne  by  the  consumer  -  see  page 
80. 

Overview  of  taxable  services: 


West  Virginia  has  had  a  business  and  occupation  tax  since  1928.  The  tax  applies 
to  virtually  all  professional,  commercial  and  personal  services.  Exemptions  are 
provided  for: 

(i)  gross  income  derived  from  advertising  services  rendered  in  the  business 
of  radio  and  television  broadcasting, 

(ii)  gross  income  of  non-profit  cemetery  companies  organized  and  operated  for 
the  exclusive  benefit  of  their  members, 

(iii)  gross  income  of  non-profit  organizations  or  clubs,  other  than  gross 
income  arising  from  the  sale  of  alcoholic  liquor,  food  and  related 
services  of  private  clubs,  and 

(iv)  gross  income  earned  by  public  and  private  non-profit  hospitals. 

The  exemption  for  hospitals  applies  to  income  derived  from  any  activity 
necessary  and  incidental  to  the  hospital  operations.  This  would  include 
incidentals  such  as  preparation  and  sale  of  food  in  a  hospital  cafeteria,  sale 
of  prescription  drugs  by  a  hospital  pharmacy,  parking  fees,  rental  of  a  room  to 
a  third  party  for  the  operation  of  a  gift  or  novelty  shop  on  hospital  premises. 
However,  business  tax  is  collected  from  third  parties  engaged  in  unrelated 
business  activities,  even  though  income  from  those  activities  is  donated  to  the 
hospital  (e.g.,  income  derived  by  the  owner  of  the  gift  shop  located  on  the 
hospital  premises). 

The  tax  is  on  gross  revenue  and  in  most  circumstances  is  at  the  rate  of  1.5  per¬ 
cent.  However,  contracting  services  are  taxed  at  a  rate  of  2.2  percent.  From 
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July  1,  1985  through  June  30,  1990  the  tax  will  be  reduced  by  5  percent  of  its 
base  annually.  This  is  a  temporary  reduction  and  beginning  July  1,  1990  the 
normal  rates  will  be  reinstated. 

There  are  no  deductions  or  refunds  of  business  tax  included  in  services  received 
even  though  the  purchaser  in  turn  pays  business  and  occupation  tax  on  its 
revenues.  The  tax  therefore  has  a  compounding  effect  and  increases  the  cost  of 
services  in  the  state.  However,  a  credit  is  allowed  against  corporation  and 
personal  income  taxes,  limited  to  50  percent  of  business  and  occupation  tax 

paid. 

In-house  services  are  not  subject  to  the  tax.  Inter-state  services  may  be 
subject  to  tax.  An  out-of-state  person  would  be  subject  to  West  Virginia's 
business  and  occupation  tax  if  engaged  in  a  service  business  or  calling  within 
the  state.  Similarly,  services  exported  out  of  state  would  be  subject  to  the 
tax  in  West  Virginia  to  the  extent  that  the  services  are  rendered  in  West 
Virginia.  In  one  case,  an  engineering  firm  located  outside  of  West  Virginia 
performed  engineering  services  in  West  Virginia.  Although  services  were 
performed  both  in  state  and  out-of-state,  the  full  service  was  subject  to  tax  in 
West  Virginia.  Subsequent  to  this  decision,  a  regulation  was  brought  in 
requiring  apportionment  based  on  the  proportion  of  services  rendered  in  state. 

Contracting  is  taxed  at  a  higher  rate  than  all  other  services;  however,  there 
is  a  great  deal  of  difficulty  in  determining  what  constitutes  "contracting". 
Contracting  is  defined  to  include  "the  furnishing  of  work,  or  both  materials 
and  work,  in  the  fulfillment  of  a  contract  for  the  construction,  alteration, 
repair,  decoration  or  improvement  of  a  new  or  existing  building  or  structure, 
or  any  part  thereof,  or  for  the  alteration,  improvement  or  development  of  real 
property".  There  is  no  question  that  this  definition  includes  new  construction 
or  major  alteration  or  renovation  work;  however,  it  also  includes  annual 
maintenance  work  to  real  property  such  as  painting,  sandblasting  and  air 
conditioning  repairs.  In  the  case  of  new  construction,  if  all  of  the  services 
are  billed  by  the  general  contractor  (i.e.,  contract  to  include  services  of 
engineers,  architects  and  sub-trades)  then  the  full  contract  price  would  be 
subject  to  2.2  percent  business  and  occupation  tax.  However,  if  engineers  and 
architects  were  to  bill  separately  for  their  services,  those  services  would  be 
taxed  at  the  1.5  percent  rate.  It  is  interesting  to  note  that  the  majority  of 
contracts  are  all  inclusive  (i.e.,  engineers  and  architects  do  not  bill  their 
work  separately  to  minimize  the  business  and  occupation  tax). 

Understatement  of  income  and  therefore  underpayment  of  business  and  occupation 
tax  is  obviously  a  concern  where  services  are  rendered  for  cash.  Where  a 
non-resident  contractor  provides  services  in  the  state,  the  purchaser  of  the 
services  is  required  to  withhold  and  remit  tax  unless  a  release  is  obtained  from 
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the  non-resident  contractor  certifying  that  proper  taxes  have  been  paid.  With 
respect  to  resident  vendors  providing  services  on  a  cash  basis,  any  material 
understatement  should  be  uncovered  through  audits. 

Although  the  business  and  occupation  tax  has  been  in  existence  since  the 
latter  1920’s,  it  is  an  unpopular  tax.  Dissatisfaction  largely  arises  because 
the  tax  is  payable  whether  or  not  the  entity  or  individual  makes  any  profit. 

The  state  has  been  gathering  information  for  the  past  two  years  with  the  view  to 
replacing  the  business  and  occupation  tax  with  a  business  franchise  tax 
(proposed  date  of  implementation  would  be  July  1,  1987).  The  business  franchise 
tax  would  be  a  small  percentage  of  net  worth  and  would  apply  only  to  corporate 
entities.  Obviously  the  state  is  interested  in  ensuring  that  there  will  not  be 
a  significant  loss  of  revenue  if  the  business  and  occupation  tax,  which  provides 
approximately  34  percent  of  state  revenue,  is  replaced  by  a  business  franchise 
tax. 

Ex emptions : 

There  are  no  significant  exemptions  applicable  to  the  relevant  services. 

Local  taxes: 

There  are  no  local  business  and  occupation  taxes. 

The  law: 


Section  2.  Imposition  of  privilege  tax  ...  - 

There  is  hereby  levied  and  shall  be  collected  annual  privilege  taxes  against 
the  persons,  on  account  of  the  business  and  other  activities,  and  in  the 
amounts  to  be  determined  by  the  application  of  rates  against  values  or  gross 
income  as  set  forth  in  sections  two-a  to  two-m,  inclusive,  of  this  article  ... 

Section  2(e).  Business  of  contracting  - 

Upon  every  person  engaging  or  continuing  within  this  state  in  the  business  of 
contracting,  the  tax  shall  be  equal  to: 

(c)  Two  and  two-tenths  percent  of  the  gross  income  of  the  business  derived 
from  contracts  ... 
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Section  2(h).  Service  business  or  calling  not  otherwise  specifically  taxed  - 

Upon  every  person  engaging  or  continuing  within  this  state  in  any  service 
business  or  calling  not  otherwise  specifically  taxed  under  this  tax,  there  is 
likewise  hereby  levied  and  shall  be  collected  a  tax  equal  to  one  and  fifteen 
one-hundredths  percent  of  the  gross  income  of  any  such  business. 

Permit  requirements: 

No  permits  are  required. 

Reports : 

Taxpayers  owing  more  than  $1,000  per  month  must  file  on  or  before  the  last  day 
of  the  succeeding  month.  Taxpayers  owing  $1,000  or  less  must  file  on  or  before 
the  last  day  of  the  month  following  the  expiration  of  each  quarter.  On  or 
before  the  end  of  the  month  following  the  end  of  the  tax  year,  each  taxpayer 
must  make  a  return  for  the  entire  tax  year. 

Collection: 

Tax  payment  must  accompany  the  reports.  The  tax  is  to  be  absorbed  by  the 
business . 
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Tax  system: 

Major  sources  of  revenue  in  1983: 


$ 

o 

o 

o 

cn 

% 

-  sales  and  use  tax  -  5%  (see  page  80) 

$ 

250,947 

17.1% 

-  corporate  income  taxt 

45,146 

3.1% 

-  personal  income  taxt 

310,583 

2  1.1% 

business  and  occupation  tax 

494,413 

33.6% 

all  other  sources 

369,338 

25.1% 

$1 

,470,427 

100.0% 

t  Corporation  -  6  percent  on  the  first  $50,000  of  taxable  income  and  7  percent 

thereafter. 

Individuals  -  graduated  rates  with  a  top  tax  rate  of  13  percent  on  taxable 
income  over  $200,000  ($400,000  for  a  married  filing  joint 
return) . 

The  state's  economy: 

Population  (1983)  1,965,000;  total  area  24,181  square  miles. 

Emphasis  on  manufacturing,  increased  demand  for  the  state's  coal  and  minerals, 
and  stabilization  of  the  labour  force  in  the  bituminous  coal  industry  should 
enable  the  state's  economic  progress  to  continue.  Increased  tourism  and 
associated  activities  have  also  added  substantially  to  the  economic  gains. 

West  Virginia  has  an  abundance  and  variety  of  natural  resources.  The  vital 
mineral  is  bituminous  coal.  Natural  gas  dominates  the  state's  west  central 
portion,  with  proven  reserves  of  2.7  trillion  cubic  feet. 
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Contact : 


Mr.  Dan  Taylor 

Director,  Business  Tax  Division 
AND 


Ms.  Lydia  McKee 

Staff  Attorney,  Business  Tax  Division 
West  Virginia  State  Tax  Department 
Business  Tax  Division 
Capital  Complex 

Charleston,  West  Virginia  25305 
(304)  34B-4030 
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Relevant  services: 


-  General  business  consulting 

-  Computer 

Real  property  construction 
and  demolition 

-  Telephone  answering 
Laundry  and  dry  cleaning 

-  Hair  s tyling/barbering 


Beauty,  skin  care 

Funeral 

Escort 

Clubs 

Weight  control 
Gardening 
Disc  Jockeys 


Persons  subject  to  tax: 

There  is  imposed  by  the  state  on  behalf  of  each  county  and  incorporated 
municipality  a  privilege  tax  on  the  gross  income  of  enumerated  businesses  at  the 
rates  noted  below- 


Rates: 

(A)  Services  in  general  -  1/8  of  1  percent  of  income  subject  to  a  $15  minimum 

per  place  of  business. 

(b)  Contractors  -  1/15  of  1  percent  of  income  subject  to  a  minimum  of  $15  per 

place  of  business;  exemption  applies  to  contracts  outside  the 
county  or  incorporated  municipality  if  these  contracts  are 
less  than  $50,000  annually. 


Exemptions : 


No  significant  exemptions  apply  to  the  taxation  of  the  above  relevant  services. 

Law : 

1983  Tennessee  Code,  Chapter  1,  Business  Tax  Law. 

Section  67-4-704.  Businesses  declared  locally  taxable  privileges  - 

(a)  ...  The  making  of  sales  by  engaging  in  any  vocation,  occupation,  business 

or  business  activity  enumerated,  described  or  referred  to  in  §67-4-708(1) 
-  (3)  is  declared  to  be  a  privilege  upon  which  each  county  and/or 
incorporated  municipality  in  which  said  business,  business  activity, 
vocation,  or  occupation  is  carried  on  may  levy  a  privilege  tax  in  an 
amount  not  to  exceed  the  rates  hereinafter  fixed  and  provided. 
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(b)  ...  The  engaging  in  any  vocation,  occupation,  business  or  business 

activity  enumerated,  described  or  referred  to  in  §67-4-708(4)  is  declared 
to  be  a  privilege  upon  which  each  county  and/or  incorporated  municipality 
in  which  said  business,  business  activity,  vocation,  or  occupation  is 
carried  on  may  levy  a  privilege  tax  in  any  amount  not  to  exceed  the  rate 
hereinafter  fixed  and  provided. 

Section  67-4-708.  Classification  - 

Businesses,  vocations  and  occupations  which  are  taxable  are  set  forth  in  the 
following  classifications:  provided,  however,  that  each  person  shall  be 
classified  according  to  the  dominant  business  activity. 

(3)  Classification  3. 

(C)  Each  person  making  sales  of  services  or  engaging  in  the  business  of 
furnishing  or  rendering  services,  except  those  described  below. 

(i)  Medical,  dental,  and  allied  health  services  to  human  beings, 
including  sanatorial,  convalescent  and  rest  home  care,  but 
excluding  services  by  persons  engaged  in  the  business  of 
making  dentures  and  artificial  teeth; 

(ii)  Legal  services; 

(viii)  Accounting,  auditing,  and  bookkeeping  services; 

(xiv)  Services  furnished  by  persons  engaged  in  the  practice  of 
veterinary  medicine,  dentistry,  or  surgery,  including 
services  involving  the  boarding  and  lodging  of  animals;  or 

(xv)  Services  furnished  by  persons  engaged  in  the  practice  of 
architecture,  engineering,  or  land  surveying. 

(4)  Classification  4.  Each  person  engaged  or  continuing  in  this  state  in  the 
business  of  contracting  or  performing  a  contract  or  engaging  in  any  of 
the  activities,  or  similar  activities,  listed  below: 

(A)  This  classification  includes  persons  receiving  compensation  from 

rendering  exterminating  services,  from  installing  personal  property, 
from  constructing,  building,  erecting,  repairing,  grading, 
excavating,  drilling,  exploring,  testing,  or  adding  to  any  building, 
highway,  street,  sidewalk,  bridge,  culvert,  sewer,  irrigation  or 
water  system,  drainage,  or  dredging  system,  levee  or  levee  system  or 
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any  part  thereof,  railway,  heating  system,  transmission  line, 
pipeline,  tower,  dock,  storage  tank,  wharf,  excavation,  grading, 
water  well,  any  other  improvement  or  structure  or  any  part  thereof. 

Section  67-4-709.  Tax  rates  - 

(a)  For  the  exercise  of  the  privileges  described  or  enumerated  in  §67-4-708, 
a  minimum  tax  of  fifteen  dollars  ($15.00)  shall  be  payable  by  each  person 
for  each  place,  location  or  outlet  from  which  business  is  carried  on 
except  as  follows: 

(4)  Persons  described  in  s .67-4-708(4) (A) ,  who,  during  any  taxable 
period,  receive  less  than  fifty  thousand  dollars  ($50,000)  of 
compensation  from  contracts  in  a  county  or  incorporated 
municipality,  other  than  the  county  or  incorporated  municipality 
where  domiciled  or  located,  shall  not  be  required  to  pay  the  minimum 
tax:  provided,  however,  that  such  persons  shall  be  required  to  pay 

a  minimum  tax  in  the  county  and/or  incorporate  municipality  where 
domiciled  or  located; 

(b)  In  addition  to  the  minimum  tax,  persons  shall  pay  a  tax,  according  to  the 
dominant  business  activity  of  such  persons  as  follows: 

(3)  Classification  3  - 

(A)  one-eighth  (1/8)  of  one  percent  (1%)  of  all  the  retail  sales  of 
the  business; 

(B)  one-fortieth  (1/40)  of  one  percent  (1%)  of  all  the  wholesale 
sales  of  the  business; 

(4)  Classification  4 

(A)  One-fifteenth  (1/15)  of  one  percent  (1%)  of  the  compensation 
entitled  to  under  the  contract,  whether  in  the  form  of  a 
contract  price,  commission,  fee  or  wage,  by  the  persons 
enumerated  in  §67-4-708(4) (A) . 

(i)  Persons  who,  during  any  taxable  period,  receive  less  than 
fifty  thousand  dollars  ($50,000)  of  compensation  from 
contracts  in  a  county  and/or  incorporated  municipality  other 
than  the  county  or  incorporated  municipality  where  domiciled 
or  located,  shall  be  required  to  pay  a  tax  on  such 
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compensation  at  the  rate  of  one-fifteenth  (1/15)  of  one 
percent  (1%)  in  the  county  and/or  incorporated  municipality 
where  domiciled. 


Permit  requirements: 

Upon  receipt  of  the  minimum  tax,  the  tax  collector  issues  the  taxpayer  a 
license . 

Reports : 

Local  tax  reports  are  due  for  class  3  taxpayers,  August  31  and  class  4 
taxpayers,  November  30. 

Collection: 

State  and  local  tax  payments  (except  minimum  taxes)  must  accompany  the  returns. 
Tax  system: 

Major  sources  of  revenue  in  1983: 


corporate  income  taxt 

-  sales  and  use  tax 

-  gasoline  tax 

all  other  sources* * 


t  Corporations  -  6  percent  of  taxable  income. 


$  OOP’s  % 


$  256,009  11.4% 

1,1  77,234  52.4 

282,937  1  2.6 

530,205  23.6% 

$2,246,385  100.0% 


*  Includes  a  minor  personal  income  tax  of  6  percent  on  interest  and  dividends 
from  various  sources. 

Revenue  from  business  and  occupation  tax  not  noted  because  it  is  a  local  tax 
rather  than  a  state  tax. 
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The  state’s  economy: 

Population  (1983)  4,685,000;  total  area  42,224  square  miles. 

Tennessee's  agricultural  resources  are  slim;  almost  70  percent  of  the  land  is 
regarded  as  unfit  or  poor  for  cultivation,  and  less  than  2  percent  can  be 
classified  as  good. 

Manufacturing  is  the  largest  employer  in  Tennessee.  This  position  reflects  in 
part  the  state  government's  aggressive  policy,  over  several  decades,  of  enticing 
industry  from  other  states.  The  major  industries  in  value  added  by  manufacture 
are  chemicals,  food  processing,  electrical  machinery,  apparel,  and  textiles. 
Agriculture  produces  less  than  5  percent  of  personal  income.  The  state  has 
moderate  coal  and  stone  deposits  and  leads  the  nation  in  zinc  production. 
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Introduction: 

In  addition  to  the  experience  of  Canadian  and  U.S.  jurisdictions  with  respect 
to  the  taxation  of  the  relevant  professional,  commercial  and  personal  services 
other  countries’  tax  systems  were  reviewed  to  determine  whether  relevant 
experiences  exist  regarding  the  taxation  of  such  services. 

As  a  preliminary  step,  the  following  Price  Waterhouse  Information  Guides, 
prepared  for  the  assistance  of  those  interested  in  doing  business  in  various 
countries,  were  reviewed: 


Australia 

El  Salvador 

Mexico 

Argentina 

Finland 

Netherlands 

Austria 

France 

New  Zealand 

Bahamas 

Germany 

Nicaragua 

Bahrain 

Greece 

No  rway 

Barbados 

Guatemala 

Paraguay 

Belgium 

Honduras 

Peru 

Bermuda 

Hong  Kong 

Philippines 

Brazil 

India 

Portugal 

Cayman  Islands 

Ireland  (Northern) 

South  Africa 

Central  America 

Ireland  (Republic  of) 

Spain 

Channel  Islands 

Italy 

Sweden 

Chile 

Jamaica 

Switzerland 

China  (People's  Republic  of) 

Japan 

United  Kingdom 

Columbia 

Korea 

Uruguay 

Cyprus 

Luxembourg 

Venezuela 

De  nmark 

Based  on  the  foregoing  general  review  of  these  tax  systems,  the  following 
countries  were  determined  to  be  of  potential  interest  as  countries  with 
experience  in  the  taxation  of  services  (other  than  value-added  tax  regimes). 

Brazil 

Greece 

South  Africa 

To  obtain  additional  information  regarding  the  taxation  of  services  in  each  of 
these  countries,  a  commodity  tax  specialist  in  the  largest  Price  Waterhouse 
office  of  each  of  the  above  mentioned  countries  was  contacted. 

A.  BRAZIL 


In  Brazil  there  are  taxes  on  foreign  trade,  property  and  income,  production 
and  distribution,  services  rendered  and  special  items.  Transaction  taxes 
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include  the  federal  excise  tax,  financial  transactions  tax  and  sales  tax 
(payable  at  various  rates  on  the  production  and  distribution  of  minerals, 
fuels,  oil  and  electric  power),  the  state  sales  tax  and  the  municipal 
service  tax.  The  federal  excise  tax,  payable  on  most  goods  or  products 
imported  or  produced  in  Brazil  and  the  state  sales  tax,  payable  on  all 
physical  movement  of  merchandise,  are  both  value-added  type  taxes  and  are 
the  most  significant  revenue  raisers. 

Mr.  De  Almeida  of  our  Sao  Paulo  office  (#9-01-5511-259-2511)  was  contacted 
as  the  municipal  service  tax  was  determined  to  be  of  possible  interest. 

The  following  information  was  received  regarding  extent  of  services  covered 
and  reaction  and  impact  of  the  tax,  including  leakage  from  the  system: 

1.  The  municipal  service  tax  covers  all  forms  of  services  rendered,  except 
where  the  service  forms  part  of  a  transaction  subject  to  the  state 
sales  tax  or  federal  excise  tax.  The  rate  of  tax  is  generally  5 
percent,  although  lower  rates  are  collected  by  some  municipalities.  A 
higher  tax  is  levied  on  specified  entertainment  activities,  and,  in  the 
case  of  certain  professional  firms  or  individuals  ,  the  rates  are 
replaced  by  an  annual  contribution  based  on  the  number  of  practicing 
professionals . 

2.  Because  of  the  low  rate  of  tax  (and  the  deductibility  of  the  tax  for 
income  tax  purposes),  there  was  no  real  reaction  from  the  public  or 
industry  on  implementation.  Impact  on  the  industries  in  terms  of 
marketing  has  also  been  minimal  as  a  result  of  the  low  rate  of  tax, 
however  the  following  examples  of  leakage  were  given: 

a)  As  rates  vary  among  the  various  municipalities,  services  may  be 
performed  in  lower  rate  jurisdictions  if  economically  feasible. 

(The  list  of  services  covered  is  generally  the  same  from  one 
jurisdiction  to  another.) 

b)  As  certain  similar  services  may  be  taxed  differently,  names  and 
objectives  of  some  companies  may  be  altered  if  legal,  feasible  and 
if  benefits  result.  An  example  of  audit  versus  tax  services  was 
given  -  i.e.,  since  audit  services  are  taxed  but  accounting 
services  are  not,  where  work  performed  could  be  termed  accounting, 
a  clear  segregation  of  departments  is  often  made. 

B.  GREECE 


Greece  has  income  and  property  taxes  as  well  as  transaction  taxes  including 
turnover  tax,  stamp  tax,  consumption  and  luxury  taxes  and  gross  receipts 
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taxes  (imposed  at  varying  rates  mainly  on  the  entertainment  industry).  The 
value-added  tax  has  not  yet  been  introduced  in  Greece,  however  it  is 
scheduled  to  be  implemented  January  1,  1986,  replacing  the  turnover  tax. 

The  Athens  Price  Waterhouse  office  (#9-01-30-1-7706-201)  was  contacted. 

The  following  information  was  obtained: 

1.  A  10  percent  turnover  tax  is  imposed  on  certain  services  including 

revenue  of  the  following  personal  and  commercial  service  enterprises, 
respectively:  dry  cleaning,  laundries,  hairdressing,  car  service,  car 

rentals  and  car  parking,  computer  rentals,  service  bureau  fees  and  fees 
for  mechanization  studies.  Gross  income  of  banks,  insurance  companies, 
advertising  agencies  and  hotels  are  also  subject  to  the  turnover  tax. 

In  addition  to  the  turnover  tax,  most  business  documents  and  trans¬ 
actions  are  subject  to  a  stamp  tax  (3.6  percent  on  sales  invoices  for 
goods  and  services).  Property  and  equipment  rentals  are  also  subject 
to  a  stamp  tax  as  are  contractor  and  subcontractor  invoices, 
advertising  fees  and  professional  fees.  Professional  fees  include 
accounting  fees  but  do  not  include  legal  fees  which  instead  are 
subject  to  a  form  of  withholding  tax. 

2.  Although  the  turnover  tax  has  been  extended,  the  type  and  range  of 
extensions  have  generally  caused  no  real  reaction  or  impact.  For 
example,  the  expansion  to  taxation  of  computer  service  bureaus  resulted 
in  no  significant  shifts  to  in-house  services. 

C.  SOUTH  AFRICA 


South  Africa's  system  of  taxation  provides  for  the  imposition  of  tax  by 
the  three  levels  of  government.  The  central  government  has  the  major 
taxing  function  and  the  provincial  administration  and  local  municipal 
governments  have  subsidiary  functions  (e.g.,  entertainment  taxes  and  real 
estate  levies,  respectively). 

In  addition  to  income  and  gains  taxes  and  property  taxes,  the  following 
transaction  taxes  are  levied  by  the  central  government  of  South  Africa: 
sales  tax,  customs  and  excise  duties,  and  various  stamp  (payable  on  legal 
documents,  agreements  and  similar  instruments)  and  transfer  taxes. 

Mr.  Alex  Paizes  of  our  Johannesburg  office  (#9-01-27-11-833-7633)  was 
contacted  to  clarify  the  extent  of  services  covered  by  the  sales  tax,  to 
determine  reaction  on  implementation  of  the  tax  (as  sales  tax  came  into 
force  relatively  recently  -  i.e.,  on  July  3,  1978),  and  to  enquire  as  to 
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whether  any  broadening  of  the  service  tax  base  has  occurred  since 
implementation  and,  if  so,  as  to  public  reaction,  industry  impact, 
environment  at  time  of  extension,  and  problems  of  expansion.  The  following 
information  was  obtained: 

1.  The  tax  is  levied  on  the  taxable  value  of  virtually  all  transactions 
involving  the  supply  or  rental  of  tangible  moveable  goods  or  the 
provision  of  taxable  services,  accommodation,  or  board  and  lodging  to 
end-consumers  or  end-users.  Taxable  services  include  repair, 
maintenance,  restoration,  and  erection.  Professional  services  are  not 
taxed  nor  are  services  provided  by  brokers  or  agents.  Airfares,  bus 
and  taxi  fares  and  entertainment  fees  are  also  exempt  from  tax. 

Personal  services  are  taxed  including  services  of  the  following 
persons:  tailors,  dressmakers,  engravers,  hairdressers,  dry  cleaners, 

blacksmiths,  picture  framers  and  leather  processors.  Real  property 
construction  is  generally  not  taxed,  rather  materials  are  purchased 
tax-paid. 

2.  Implementation  of  the  tax  did  not  create  much  reaction  as  the  rate  of 
tax  was  only  4  percent  initially.  Public  reaction  has  resulted  from 
the  dramatic  series  of  rate  increases  recently  -  i.e.,  rate  was  6 
percent  in  early  1983,  subsequently  increased  to  7  percent  on  February  1, 
1984  then  10  percent  later  in  1984,  and  is  just  increasing  again  to  12 
percent  as  a  result  of  the  latest  budget. 

3.  The  tax  base  has  been  broadened  since  implementation  to  include 
advertising.  Although  the  advertising  industry  was  not  happy  with  the 
extension  of  the  tax  base  to  their  sector,  the  reaction  was  minimal  as 
it  was  not  considered  that  the  resultant  impact  would  be  great  since 
the  rate  of  sales  tax  was  only  4  percent  when  the  legislation  was 
introduced  in  1982  and  was  to  be  only  6  percent  when  the  legislation 
became  effective.  There  was  initial  confusion  in  1982  as  to  how  the 
tax  would  be  implemented  in  this  sector,  however,  once  the  tax  was  in 
operation,  problems  were  minimal. 
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Countries  in  the  European  Economic  Community  (EEC)  and  a  number  of  non-EEC 
countries  have  for  years  operated  under  a  comprehensive  value-added  tax  (VAT) 
system.  Selected  countries  have  been  reviewed  with  respect  to  the  application 
of  VAT  to  services;  those  countries  are  the  U.K.  ,  France,  Belgium,  Germany  and 
Austria.  Rate  reductions  and  exemptions  are  discussed.  The  taxation  of 
exported  and  imported  services  is  reviewed.  Finally,  major  compliance  problems 
and  attempted  solutions  are  commented  upon. 

Although  most  countries  examined  have  a  very  broad  base  for  taxation  of 
services,  differences  arise  in  the  extent  of  exemptions  for  essential  services 
and  the  use  of  multiple  rates.  The  taxation  of  professional,  commercial  and 
personal  services  of  particular  interest  to  Ontario  are  summarized  on  Schedule  5 
(page  131). 

Professional  services: 

Austria  has  the  broadest  tax  base.  It  allows  no  exemptions  for  services 
examined,  however,  it  does  reduce  the  rate  of  tax  on  services  rendered  by 
professionals  by  50  percent.  Certain  services,  such  as  accounting,  may  be 
rendered  by  professionals  or  non-professionals  and  the  rate  of  tax  is  dependent 
on  the  status  of  the  person  rendering  the  service  rather  than  the  service 
performed.  Austria  is  unique  compared  to  EEC  countries  in  two  regards: 

i)  the  taxation  of  essential  medical  services;  and 
ii)  an  across-the-board  rate  reduction  for  professional  services. 

Of  the  EEC  countries  examined.  West  Germany  has  the  most  comprehensive  tax  base 
for  professional  services.  Only  medical  services  and  dental  surgery  are 
exempt  from  VAT.  France  goes  further  and  exempts  all  medical  and  dental 
services.  The  U.K.  and  Belgium  have  the  broadest  health  care  exemptions  - 
medical,  dental  and  optoraetric  services.  Finally,  France  is  unique  in  that  it 
exempts  litigation  services  performed  by  barristers. 

Commercial  and  personal  services: 

In  the  countries  examined,  commercial  and  personal  services  are  subject  to 
VAT.  The  sole  exception  noted  was  an  exemption  for  funeral  services  in  the 
U.K.  Standard  rates  apply  to  computer,  advertising  and  taxable  personal 
services,  however,  construction  services  are  often  taxed  at  preferential 
rates  to  stimulate  economic  growth.  In  Belgium,  a  slightly  lower  rate 
applies  to  all  construction.  In  the  U.K. ,  the  standard  rate  applies  to 
renovations  and  additions  to  existing  buildings,  however,  a  zero  rate  applies 
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to  new  construction  (prior  to  June  1984  renovations  and  additions  were  also 
zero-rated).  Although  France  applies  the  standard  rate  of  18.6  percent  to 
construction  services,  the  transaction  value  is  reduced,  thereby  reducing  the 
effective  tax  rate. 

In  the  U.K. ,  the  zero-rating  for  new  construction  applies  only  to  direct 
material  and  labour  input.  Indirect  construction  services,  such  as  engineering, 
architectural  or  supervisory  services,  are  taxed  at  the  standard  rate.  However, 
since  all  input  VAT  is  recovered  on  the  sale  of  the  new  building,  the  standard 
rating  of  indirect  construction  services  is  only  a  timing  factor.  The  same 
would  be  true  in  other  countries  where  engineering  and  architectural  services 
are  taxed  at  standard  rates,  but  reductions  in  rate  of  tax  (e.g.,  Belgium)  or 
basis  for  tax  (e.g.,  France)  apply  to  construction. 

Export  services: 

Although  exemptions  and  multiple  rates  are  acceptable  under  the  EEC  VAT 
directive,  zero-rating  generally  is  not.  The  U.K.  is  therefore  under  pressure 
to  move  away  from  zero-rating.  The  exception,  where  zero-rating  is  the  norm  for 
EEC  countries,  is  in  the  export  of  intangible  or  intellectual  services.  These 
services  include  accounting,  legal,  consulting,  engineering,  banking, 
advertising  and  computer  services.  Where  these  services  are  rendered  in  the 
taxing  jurisdiction  for  non-residents  of  that  jurisdiction  they  are  considered 
exported.  Output  VAT  is  not  collected  and  all  input  VAT  is  recoverable. 

Other  services  rendered  for  non-residents,  such  as  construction  services  or 
personal  services,  may  be  subject  to  VAT  even  where  the  consumer  is  a 
non-resident.  The  situs  of  consumption  is  the  key  factor.  For  example,  if  a 
non-resident  uses  a  cleaning  service  in  France  to  clean  rental  accommodation 
there,  the  service  would  be  subject  to  VAT.  Construction  services  would  be 
subject  to  VAT  in  the  country  of  consumption  (i.e.,  location  of  the  construction 
site)  . 

Import  services: 

Imported  services  are  subject  to  VAT  in  a  similar  manner  to  exported  services. 
The  onus  is  generally  on  the  purchaser  of  the  services  to  volunteer  the  tax, 
however,  the  EEC  countries  co-operate  and  collect  tax  on  each  others  behalf. 
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In-house  services: 

In  all  European  countries  examined,  in-house  services  are  exempt  from  VAT  with 
the  exception  of  printing  for  own  use  in  the  U.K.  which  is  taxable  at  the 
standard  rate.  In  fact,  in  certain  countries  (e.g.,  Austria,  Germany), 
Intercompany  services  between  related  parties  with  organizational  and  commercial 
integration  are  also  exempt  from  VAT.  In  Austria,  it  is  necessary  for  related 
companies  to  obtain  government  approval  to  be  treated  as  one  entity  and  thereby 
obtain  exemption  for  intercompany  services.  Exemption  for  related  party 
services  is  generally  not  acceptable  within  the  EEC  and  Germany  is  under 
pressure  to  change  its  practice  in  this  regard. 

Compliance  problems: 

Common  compliance  problems  in  the  taxation  of  services  arise  in  the  areas  of 
imported  services,  construction  services  and  small  cash  traders. 

In  the  case  of  imported  services,  since  the  onus  is  on  the  purchaser  to 
volunteer  VAT,  there  is  considerable  potential  for  tax  leakage.  This  is  not 
particularly  a  problem  with  imported  goods  because  VAT  is  collected  when  the 
goods  clear  customs.  The  problem  is  most  apparent  when  services  are  imported  by 
exempt  or  partially  exempt  consumers.  Such  consumers  have  a  greater  incentive 
to  avoid  payment  of  VAT  since  their  input  VAT  is  non-ref undable.  Banks  and 
insurance  companies  are  examples  of  large  exempt  or  partially  exempt  users, 
however,  regular  audits  of  these  entities  deter  any  incentive  to  avoid  payment 
of  input  VAT.  The  quantum  of  tax  leakage  on  Imported  services  is  therefore  not 
considered  a  major  problem.  Also,  many  of  the  services  of  particular  interest 
to  the  Province  are  intellectual  services  which  are  exempt  from  tax  on 
importation  (e.g.,  accounting,  legal,  computer,  advertising  services). 

In  the  countries  examined  the  greatest  leakage  problem  in  collection  of  VAT 
arises  where  services  are  rendered  for  cash.  This  is  a  problem  in  the 
construction  industry  and  in  the  personal  services  area.  Where  invoices  are 
not  issued  for  services  rendered,  there  is  considerable  latitude  to  understate 
income.  Input  VAT  is  recovered  and  insufficient  output  VAT  is  paid.  In  the 
case  of  small  cash  traders,  regular  audits  limit  the  extent  of  non-compliance. 
Output  VAT  is  estimated  based  on  purchases,  turnover  and  estimated  mark-ups.  In 
some  Instances,  output  VAT  may  be  assessed  on  a  net  worth  basis  (e.g.,  France). 
In  France,  aggressive  audits  and  assessments  have  resulted  in  demonstrations  and 
political  unpopularity,  therefore,  the  tax  inspectors  generally  negotiate  with 
taxpayers  and  settle  for  an  acceptable  level  of  understatement  of  VAT.  In  the 
U.K.  ,  understatement  of  income  and  therefore  of  output  VAT  Is  a  criminal 
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offence,  but  enforcement  problems  have  resulted  in  a  proposal  in  the  1985 
Finance  Act  for  automatic  penalties.  The  draft  legislation  proposes  penalties 
up  to  a  maximum  of  1/2  percent/day  for  underdisclosure  and  up  to  100  percent  for 
dishonesty.  Inland  Revenue  would  have  discretion  in  assessing  lesser  amounts, 
but  taxpayers  would  have  no  right  of  appeal. 

The  construction  industry  was  noted  as  being  a  problem  area  for  understatement 
of  income  in  most  countries  examined.  Although  tax  leakage  may  occur  at  various 
stages  of  construction,  it  is  largely  a  timing  problem  for  new  construction 
because  it  is  reasonably  easy  to  assess  the  value  of  new  construction  and  ensure 
that  VAT  is  paid  at  the  appropriate  rate  on  the  ultimate  sale  to  the  consumer. 
However,  tax  leakage  related  to  renovations  and  additions  to  existing  structures 
is  much  more  difficult  to  monitor.  In  Belgium,  where  this  is  seen  as  the  major 
compliance  problem  under  VAT,  an  administrative  change  was  made  to  require  the 
purchaser  to  remit  the  tax  rather  than  the  vendor. 

Administrative  issues: 

Additional  compliance  problems  unrelated  to  tax  leakage,  were  noted. 
Administrative  problems  arise  for  partially  exempt  taxpayers  who  are  only 
entitled  to  a  pro  rata  refund  of  input  VAT.  Secondly,  small  cash  traders 
usually  find  it  administratively  or  practically  unrealistic  to  keep  accurate 
records  of  input  VAT  paid  and  output  VAT  owing.  Most  countries  allow  small 
traders  to  use  alternate  methods  for  computing  VAT  and/or  provide  threshold 
levels  below  which  small  traders  are  exempt  from  output  VAT. 

Finally,  once  exemptions  or  multiple  rates  are  incorporated  into  a  VAT  system, 
definitional  questions  arise.  For  example,  in  the  U.K.,  new  construction 
services  are  zero-rated  whereas  reconstruction  is  standard  rated.  The 
differences  between  new  construction  versus  reconstruction  can  be  as 
insignificant  as  whether  one  or  two  original  walls  are  left  standing. 


Contacts 


Austria 


Mr.  P.  Buchbinder 

Price  Waterhouse,  Vienna 

43-222-73-24-59 


Belgium 


Mr.  Van  Droojhen  Broeck 
Price  Waterhouse,  Brussels 
32-2-513-92-80 
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France  -  Mr.  J.  Gaignon 

Price  Waterhouse,  Paris 
33-1-294-16-16 

Germany  -  Ms .  I .  Hans 

Price  Waterhouse,  Frankfurt 
46-69-7147-0 

U.K.  -  Mr.  K.  Casey/Mr.  S.  Dale 

Price  Waterhouse,  London 
021-236-5011 
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Tax  Status  of  Selected  Services 

EEC 


U.K. 

Belgium 

France 

Germany 

Austria 

Standard  rate  - 

15% 

19% 

18.6% 

14% 

20% 

Professional 

services  - 

Legal 

15% 

19% 

1 8. 6%/exempt( 2 )  14% 

10% 

Accounting 
General  business 

15% 

19% 

18.6% 

14% 

10% /20% (5  ) 

consulting 

15% 

19% 

18.6% 

14% 

1 0%/2  0% ( 5 ) 

Engineering 

15% 

19% 

18.6% 

14% 

10%/20%(5 ) 

Architectural 

15% 

19% 

18.6% 

14% 

10% 

Medical 

exempt 

exempt 

exempt 

exempt 

10% 

Dental 

exempt 

exempt 

exempt 

14%/exerapt(4) 

10% 

Optometric 

exempt 

exempt 

18.6% 

14% 

10% 

Commercial 

services  - 

Computer 

15% 

19% 

18.6% 

14% 

20% 

Advertising 

Real  property 

15% 

19% 

18.6% 

14% 

20% 

construction 
and  demolition 

10%/0%(1) 

17% 

18. 6%(3) 

14% 

20% 

Telephone 

answering 

15% 

19% 

18.6% 

14% 

20% 

Personal  services  - 

Funeral 

exempt 

19% 

18.6% 

14% 

20% 

Other 

15% 

19% 

18.6% 

14% 

20% 

(1)  0%  for  new  construction 

(2)  exemption  for 

litigation 

services 

(3)  standard  rate 

applied  to 

a  reduced 

value  for  new 

construction 

(4)  exemption  for  dental  surgery 

(5)  10%  for  services  performed  by  professionals;  20%  for  services  performed 
by  non-professionals. 
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To  assist  in  assessing  the  benefits  of  taxing  the  services  which  are  of 
interest  in  this  study,  we  have  estimated  the  potential  revenue  which  those 
services  may  generate  in  Ontario.  While  it  is  preferable  to  have  current 
financial  information  to  estimate  revenues,  those  organizations  which 
accumulate  such  statistical  information  typically  lag  one  to  two  years  behind 
in  summarizing  and  releasing  this  data.  Accordingly,  we  have  utilized  data  for 
1 982  as  the  most  current  information  available.  Two  specific  industries  do  have 
more  recent  information  available,  i.e.,  construction  and  general  business 
consulting  which  are  found  on  pages  154  and  142  respectively.  However,  for 
consistency  we  have  used  1982  data  to  estimate  revenues  for  those  sectors. 

The  primary  source  of  information  in  this  study  was  Statistics  Canada,  whose 
officials  provided  both  published  and  unpublished  data.  However,  several 
industry  associations  also  provided  information  and  it  should  be  kept  in  mind 
that  much  of  the  following  information  is  very  general  in  nature,  is  open  to 
significant  interpretation  on  the  part  of  the  contributing  organizations  and  may 
reflect  differences  in  application  of  statistical  methods.  Accordingly,  the 
basis  upon  which  this  information  was  determined  should  be  scrutinized  to  ensure 
that  the  revenue  figures  are  representative  of  the  services  which  may  be  under 

review.  We  have  highlighted  those  areas  where  no  information  was  available  to 
us  and  those  categories  of  service  for  which  information  was  available,  but  for 
which  we  did  not  consider  such  data  to  represent  a  reasonable  base  for  the 
approximation  of  revenue  potential. 

The  schedule  which  follows,  "Revenue  Estimates  For  1982”,  and  its  supporting 
schedules  detail  our  estimate  of  the  potential  revenue  from  taxing  the  subject 
services.  With  the  exception  of  data  for  construction  services,  as  outlined 
below,  in  the  time  available  for  the  study  we  were  unable  to  secure  information 
regarding  the  existing  tax  revenues  to  Ontario  from  the  material  inputs  to  these 
service  industries.  Accordingly,  these  tax  revenue  estimates  are  based  on  gross 
revenue  data  and  require  adjustment  for  "input  credits"  in  assessing  the  amount 
of  net  additional  tax  which  might  be  derived  from  taxing  each  service.  The 
highlights  of  these  schedules  are  as  follows. 

Professional  services: 

Gross  revenue  figures  were  available  for  business  consulting,  engineering, 
architectural,  as  found  on  page  142  through  144.  These  gross  revenue  figures 
provide  a  reasonable  approximation  of  the  potential  revenue  from  these  services 
in  Ontario.  Gross  revenue  figures  were  not  available  for  legal,  accounting, 
physicians,  or  dentists  services;  however,  net  income  information  from  the 
income  tax  returns  of  these  professions  was  available  and  is  found  on  pages  136, 
139,  145,  and  148  respectively. 
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For  all  of  those  services  we  have  utilized  information  provided  by  Statistics 
Canada,  which  information  is  itself  based  on  personal  and  corporation  income 
tax  filings.  These  professions  typically  do  not  operate  through  corporations 
in  Ontario  and  the  revenues  generated  by  corporations  are  relatively  small  in 
this  case.  The  majority  of  the  professionals  operate  their  practices  as 
partnerships  or  proprietorships  and,  as  such,  include  the  income  from  the 
profession  in  their  personal  income  tax  returns.  Therefore  we  have  provided 
two  summaries:  one  of  corporate  revenues,  which  is  the  gross  revenue  of  the 
professional,  and  one  of  revenues  of  individual  professionals.  The  revenues 
for  the  individual  professionals  are  net  revenues  and  include  many  other 
sources  of  personal  income.  As  such,  there  is  a  potential  for  the  revenue 
figures  of  the  professionals  to  be  substantially  understated,  as  they  are  net 
of  expenses.  These  revenue  figures  are  further  skewed  by  the  inclusion  of 
other  income  figures  such  as  rents,  royalties  and  other  business  activities. 
Therefore,  the  usefulness  of  this  information  pertaining  to  these  four 
professions  is  somewhat  limited. 

In  the  area  of  optometric  services,  we  were  unable  to  obtain  any  revenue 
figures.  However,  we  have  a  request  outstanding  with  the  Canadian  Association 
of  Optometrists  for  this  information  and  should  it  become  available  we  will 
submit  it  accordingly. 

Commercial  services: 

Of  the  four  commercial  services  under  review  (computer,  advertising, 
construction  and  telephone  answering)  the  first  three  services  are  very  broad 
and  encompass  a  wide  variety  of  services  offered  by  many  different 
organizations.  Therefore,  it  is  very  important  to  define  which  of  those 
services  and  which  particular  industry  segment  should  become  part  of  the  tax 
base.  The  information  provided  for  advertising  and  construction  is  relatively 
broad  and  may  include  more  than  those  services  which  may  be  brought  into  the  tax 
base.  For  example,  advertising  covers  all  advertising  services,  such  as 
broadcasting,  print  media,  package  design,  etc.,  many  of  which  may  not  be 
included  in  the  tax  base.  We  have  not  included  an  estimate  of  the  revenue  from 
advertising  services,  as  there  are  no  specific  figures  available  for  Ontario. 

The  advertising  revenue  figure  for  1982  for  all  of  Canada  far  exceeds  $4.3 
billion  and  it  may  be  reasonable  to  assume  a  third  of  that  sum  is  attributable 
to  Ontario,  to  provide  revenue  of  $100  million  at  a  tax  rate  of  7  percent. 


In  the  area  of  construction,  we  have  included  the  gross  receipts  from  all 
construction  projects  in  Ontario  as  reported  by  Statistics  Canada.  The  revenue 
estimate  is  based  on  these  gross  receipts  and  has  not  considered  the  loss  of 
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revenues  should  exemptions  be  made  available  for  taxable  goods  and  services 
inputs  into  construction  contracts.  As  indicated  on  page  155,  in  Ontario  for 
1982,  the  net  increase  in  taxable  receipts  would  be  $9.2  billion,  for  a 
potential  $644  million  of  additional  revenue  at  a  tax  rate  of  seven  percent. 

There  was  no  information  available  on  telephone  answering  services. 

Personal  services: 

A  number  of  the  subject  services  can  be  offered  by  many  different  businesses  and 
take  substantially  different  forms.  As  such,  it  is  important  to  determine  which 
of  those  services  should  be  included  in  the  tax  base.  The  gross  revenues  which 
we  have  included  may  not  exactly  correspond  to  those  areas  of  the  industry  which 
may  be  included  in  the  tax  base.  Accordingly,  these  figures  should  be  carefully 
reviewed  in  determining  estimates  of  potential  revenues  from  these  services. 

The  areas  for  which  we  have  obtained  gross  revenue  figures  are  laundry/dry 
cleaning,  hairstyling/barbering  and  funeral  services,  found  on  pages  158,  160, 
162,  respectively.  The  quantum  of  revenue  available  in  these  particular 
services  seems  relatively  small  in  relation  to  the  other  services  which  are  of 
interest  in  this  study. 
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Gross 

Gross 

Potential 

Revenue  Estimat 

Taxable  Amount 

at  7  percent 

(millions) 

(millions ) 

Page 

Professional  services 

136 

Legal 

$  451* 

$  32 

139 

Accounting 

234* 

16 

142 

Business  consultation 

66 

5 

143 

Engineering 

846 

59 

144 

Architectural 

188 

13 

145 

Physician 

965* 

68 

148 

Dentist 

280* 

20 

151 

Optometric 

# 

# 

Commercial  services 

152 

Computer 

751 

53 

152 

Advertising  revenue 

t 

t 

154 

Construction 

14,408 

1,009** 

157 

Telephone  answering 

# 

# 

Personal  services 

158 

Laundering/dry  cleaning 

294 

21 

159 

Child  care 

// 

# 

160 

Hairstyling/barbering 

141 

10 

161 

Beauty  and  skin  care 

# 

# 

162 

Funeral 

133 

9 

163 

Escort 

# 

# 

163 

Club  -  golf,  tennis,  etc. 

# 

# 

163 

Weight  control 

# 

# 

163 

Gardening 

# 

// 

163 

Disc  jockeys  (entertainment) 

# 

# 

Total 

$18,757 

$1,315 

*  These  figures  do  not  represent  gross  income  from  the  service,  but  rather 
primarily  comprise  net  income  from  all  sources  of  individual  professionals 
rendering  the  service. 

t  Only  gross  revenue  figures  for  all  of  Canada  are  available  (equal  to  $4,932 
billion  in  1982). 

#  Revenue  figures  not  available. 

**  Per  Page  134  and  155,  net  additional  tax  revenues  of  approximately  $644 
million. 
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1980  1981  1982 

($  000' s) 


Ontario 

$342,385 

$387,564 

$  451,495 

Newfoundland 

7,187 

9,677 

9,350 

Prince  Edward  Island 

1,433 

1,680 

3,023 

Nova  Scotia 

14,050 

18,429 

20,129 

New  Brunswick 

12,272 

12,919 

17,233 

Quebec 

187,797 

214,322 

239,745 

Manitoba 

21,825 

19,601 

39,960 

Saskatchewan 

17,332 

22,729 

26,490 

A1 berta 

80,275 

97,245 

113,641 

British  Columbia 

88,401 

107,252 

127,979 

$772,957 

$891,418 

$1,049,045 

Source: 

See  the  following  corporate  and  individual  summaries. 

Contact : 

Ms.  Rita  Brown 
Administrative  Assistant  to 
the  Director  of  Finance 
Law  Society  of  Upper  Canada 
(416)  447-3301 

This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 

Caution:  These  figures  do  not  represent  the  gross  income  from  the  professional 

services.  Rather  the  information  is  an  accumulation  of  gross  revenues 
from  corporations  rendering  the  service  and  net  income  from  all 
sources  of  the  individual  professional.  Accordingly,  the  figures  may 
be  somewhat  understated. 
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Individuals : 


Ontario 

Newfoundland 

Prince  Edward  Island 

Nova  Scotia 

New  Brunswick 

Quebec 

Manitoba 

Saskatchewan 

Alberta 

British  Columbia 


1980 

1981 

1982 

$340,171 

($  000 ’s) 

$384,776 

$448,025 

7,187 

9,677 

9,350 

1,433 

1,680 

2,279 

13,983 

18,401 

20,043 

12,272 

12,919 

16,999 

185,891 

206,212 

230,343 

21,779 

19,531 

39,863 

17,332 

22,135 

26,227 

52,985 

60,153 

58,909 

86,687 

105, 125 

125,257 

$739,720 

$840,609 

$977,295 

Source: 

-  1980  &  1981  -  Information  compiled  by  Health  Information  Division,  Information 
Systems  Directorate,  Policy  Planning  and  Information  Branch,  Department  of 
National  Health  and  Welfare,  February  1984;  based  on  taxation  statistics 
published  annually  by  Revenue  Canada,  Taxation.  Provided  by  Mr.  L.  W.  Rehmar , 
Director,  Health  Information  Division. 

-  1982  -  Taxation  Statistics,  1984  Edition,  Revenue  Canada,  Taxation,  Ottawa. 

Caution:  These  figures  do  not  represent  gross  revenue  of  the  profession. 

These  figures  represent  total  income  from  all  sources  reported  on 
the  professional's  personal  income  tax  return.  The  professional 
income  included  is  net  of  expenses.  Therefore  the  usefulness  of  this 
information  is  somewhat  limited. 
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Corporations : 


1980  1981  1982 


($ 

000’ s) 

Ontario 

$  2,214 

$  2,788 

$  3,470 

Newfoundland 

- 

- 

- 

Prince  Edward  Island 

N/A 

N/A 

744 

Nova  Scotia 

67 

28 

86 

New  Brunswick 

N/A 

N/A 

234 

Quebec 

1,906 

8,110 

9,402 

Manitoba 

46 

70 

97 

Saskatchewan 

- 

594 

263 

Alberta 

27,290 

37,092 

54,732 

British  Columbia 

1,714 

2,127 

2,722 

$33,237 

$50,809 

$71,750 

Source: 

Based  on  statistics  utilized  in  preparing  Statistics  Canada  publication  61-207, 
Corporations  Financial  Statistics,  which  is  primarily  derived  from  corporate 
income  tax  returns  filed  with  Revenue  Canada,  Taxation. 

Contact : 

Albert  A.  Dorland 
Head 

Corporation  Financial  Statistics 
Statistics  Canada 
(613)  990-9855 
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1980 

1981 

($  000 ’ s) 

1982 

Ontario 

$174,859 

$190,834 

$233,898 

Newfoundland 

4,364 

6,071 

5,504 

Prince  Edward  Island 

1,009 

1,2  20 

1,552 

Nova  Scotia 

9,512 

7,193 

13,763 

New  Brunswick 

7,096 

6,785 

9,069 

Quebec 

112,250 

115,896 

125,133 

Manitoba 

13,759 

18,210 

23,298 

Saskatchewan 

1  1,276 

14,588 

22,152 

Alberta 

59,701 

63,560 

86,864 

British  Columbia 

67,035 

85,923 

81,636 

$460,861 

$510,280 

$602,869 

Source; 

See  the  following  corporate  and  individual  summaries. 

Contacts : 

Ms.  A.  Tapp  Mr.  C.  Trotter 

Secretary  to  the  Executive  Director  Director  of  Administration 

Canadian  Institute  of  Institute  of  Chartered 

Chartered  Accountants  Accountants  of  Ontario 

(416)  962-1242  (416)  962-1841 

These  individuals  were  contacted  to  determine  if  the  organizations  had  the  gross 
revenue  information  available,  which  they  did  not.  No  other  sources  found. 

Caution:  These  figures  do  not  represent  the  gross  income  from  the  professional 

services.  Rather  the  information  is  an  accumulation  of  gross  revenues 
from  corporations  rendering  the  service  and  net  income  from  all 
sources  of  the  individual  professional.  Accordingly,  the  figures  may 
be  somewhat  understated. 
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Individuals  : 


Ontario 

Newfoundland 

Prince  Edward  Island 

Nova  Scotia 

New  Brunswick 

Quebec 

Manitoba 

Saskatchewan 

A1 berta 

British  Columbia 


1980 

1981 

1982 

$149,247 

($  000' s) 

$137,752 

$191,439 

3,401 

4,867 

4,189 

893 

1,001 

1,333 

8,367 

6,376 

12,588 

6,418 

6,019 

8,135 

101 ,179 

104,125 

110,414 

11,249 

15,172 

19,032 

8,089 

1  1,491 

16,979 

36,141 

31,020 

42,917 

47,788 

63,408 

55,159 

$372,772  ■ 

$401,231 

$462,  185 

Source: 

-  1980  &  1981  -  Information  compiled  by  Health  Information  Division,  Information 
Systems  Directorate,  Policy  Planning  and  Information  Branch,  Department  of 
National  Health  and  Welfare,  February  1984;  based  on  taxation  statistics 
published  annually  by  Revenue  Canada,  Taxation.  Provided  by  Mr.  L.  W.  Rehmar , 
Director,  Health  Information  Division. 

-  1982  -  Taxation  Statistics,  1984  Edition,  Revenue  Canada,  Taxation,  Ottawa. 

Caution:  These  figures  do  not  represent  gross  revenues  of  the  profession. 

These  figures  represent  total  income  from  all  sources  reported  on  the 
professional's  personal  Income  tax  return.  The  professional  income 
included  is  net  of  expenses.  Therefore  the  usefulness  of  this 
information  is  somewhat  limited. 
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1980 

1981 

1982 

($ 

000's) 

Ontario 

$25,612 

$ 

33,082 

$  42,459 

Newfoundland 

963 

1,204 

1,315 

Prince  Edward  Island 

116 

219 

219 

Nova  Scotia 

1,145 

817 

1,175 

New  Brunswick 

678 

766 

934 

Quebec 

1 1,071 

11,771 

14,719 

Manitoba 

2,510 

3,038 

4,266 

Saskatchewan 

3,187 

3,097 

5,173 

Alberta 

23,560 

32, 540 

43,947 

British  Columbia 

19,247 

22,  515 

26,477 

$88,089 

$109,049 

$140,684 

Source: 

Based  on  statistics  utilized  in  preparing  Statistics  Canada  publication  61-207, 
Corporations  Financial  Statistics,  which  is  primarily  derived  from  corporate 
income  tax  returns  filed  with  Revenue  Canada,  Taxation. 

Contact : 


Albert  A.  Dorland 
Head 

Corporation  Financial 
Statistics  Canada 


(613)  990-9853 


St  atistics 
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BUSINESS 

CONSULTATION 

SERVICES 

1980 

1981 

1982 

1983 

($ 

000 '  s) 

Ontario 

$40,442 

$  56,343 

$  66,176 

$  69,639 

Atlantic 

4,587 

6,908 

6,624 

6,447 

Quebec 

23,573 

32,199 

42,892 

40,229 

Manitoba  and  Saskatchewan 

3,227 

5,420 

5,393 

5,575 

Alberta 

11,946 

16,328 

17,793 

15,850 

British  Columbia 

7,814 

11,176 

12,693 

12,806 

$91,589 

$128,374 

$151,571 

$150,546 

Source: 

Canadian  Association  of  Management  Consultants  Annual  Survey  of  Membership 
Firms  (Approximately  20)  as  documented  by  Mr.  E.  W.  Netten,  Price  Waterhouse 
Associates,  Toronto,  Ontario,  (416)  863-1133. 
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1982 

($  000's) 


Ontario 

$  846,288 

Newfoundland 

15,283 

Prince  Edward  Island 

1,831 

Nova  Scotia 

28,474 

New  Brunswick 

25,556 

Quebec 

611,581 

Manitoba 

26,897 

Saskatchewan 

18,785 

A1 berta 

500,154 

British  Columbia 

419,309 

$2,494,1  58 


Source; 

Architectural,  Engineering  and  Scientific  Services,  Statistics  Canada,  1985, 
Ottawa,  Catalogue  63-537. 

Contact : 

Ms.  Shirley  Buger 

Merchandising  and  Service  Division 
Statistics  Canada 
(613)  990-9660 

This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 
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1982 

($  000’s) 

Ontario 

$188,397 

Newfoundland 

8,040 

Prince  Edward  Island 

941 

Nova  Scotia 

8,737 

New  Brunswick 

7,072 

Quebec 

75,622 

Manitoba 

14,167 

Saskatchewan 

15,468 

Alberta 

106,836 

British  Columbia 

86,146 

$511,426 

Source: 

Architectural,  Engineering  and  Scientific  Services,  Statistics  Canada,  1985, 
Ottawa,  Catalogue  63-537. 

Contacts : 

Mr.  Brian  Parks 
Executive  Director 
Ontario  Association  of 
Ar chitects 
(416)  968-0188 

Ms.  Sheila  Larabie 

Royal  Architectural  Institute  of  Canada 
(613)  232-7165 

These  individuals  were  contacted  to  determine  if  the  organizations  had  the  gross 
revenue  information  available,  which  they  did  not.  No  other  sources  found. 
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1980 

1981 

1982 

($  000 's ) 

Ontario 

$  745,556 

$  826,999 

$ 

965,202 

Newfoundland 

21,167 

26,507 

31,036 

Prince  Edward  Island 

4,704 

7,015 

8,695 

Nova  Scotia 

58,800 

68,440 

83,500 

New  Brunswick 

36,235 

44,320 

57,852 

Quebec 

600,609 

645,957 

637,112 

Manitoba 

66,550 

83,872 

99,009 

Saskatchewan 

50,303 

51,953 

74,134 

A1 berta 

175,219 

221,402 

289,076 

British  Columbia 

224,817 

261,626 

340,337 

$1,983,960 

$2,238,091 

$2, 

585,953 

Source: 


See  the  following  corporate  and  individual  summaries. 
Contact : 


Mr.  Adam  Rio 

Department  of  Medical  Economics 
Canadian  Medical  Association 
(613)  731-9331 

This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 

Caution:  These  figures  do  not  represent  the  gross  income  from  the  professional 

services.  Rather  the  information  is  an  accumulation  of  gross  revenues 
from  corporations  rendering  the  service  and  net  income  from  all 
sources  of  the  individual  professional.  Accordingly,  the  figures  may 
be  somewhat  understated. 
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Individuals : 


1980 

1981 

1982 

($  000 ’s) 

Ontario 

$ 

720,282 

$  793,446 

$ 

927,172 

Newfoundland 

20,453 

25,993 

30,824 

Prince  Edward  Island 

4,704 

7,015 

8,536 

Nova  Scotia 

57,368 

66,944 

81,109 

New  Brunswick 

35,214 

43,076 

56,141 

Quebec 

554,256 

595,294 

588,164 

Manitoba 

59,551 

75,512 

94,936 

Saskatchewan 

48,228 

49,239 

70,226 

Alberta 

90,504 

104,659 

107,366 

British  Columbia 

221,384 

256,990 

322,792 

$1 

,811,944 

$2,018,168 

$2, 

287,266 

Source: 

-  1980  &  1981  -  Information  compiled  by  Health  Information  Division,  Information 
Systems  Directorate,  Policy  Planning  and  Information  Branch,  Department  of 
National  Health  and  Welfare,  February  1984;  based  on  taxation  statistics 
published  annually  by  Revenue  Canada,  Taxation.  Provided  by  Mr.  L.  W.  Rehmar , 
Director,  Health  Information  Division. 

-  1982  -  Taxation  Statistics,  1984  Edition,  Revenue  Canada,  Taxation,  Ottawa. 

Caution:  These  figures  do  not  represent  gross  revenues  of  the  profession. 

These  figures  represent  total  income  from  all  sources  reported  on  the 
professional's  personal  income  tax  return.  The  professional  income 
included  is  net  of  expenses.  Therefore  the  usefulness  of  this 
information  is  somewhat  limited. 
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Corporations : 


Ontario 

Newfoundland 

Prince  Edward  Island 

Nova  Scotia 

New  Brunswick 

Quebec 

Manitoba 

Saskatchewan 

A1 berta 

British  Columbia 


1980 

1981 

1982 

$  25,274 

($  000 's) 

$  33,553 

$  38,030 

714 

514 

212 

- 

- 

159 

1,432 

1 ,496 

2,391 

1,021 

1,244 

1,711 

46,353 

50,663 

48,948 

6,999 

8,360 

4,073 

2,075 

2,714 

3,908 

84,715 

116,743 

181,710 

3,433 

4,636 

17,545 

$172,016 

$219,923 

$298,687 

Source: 

Based  on  statistics  utilized  in  preparing  Statistics  Canada  publication  61-207, 
Corporations  Financial  Statistics,  which  is  primarily  derived  from  corporate 
income  tax  returns  filed  with  Revenue  Canada,  Taxation. 

Contact : 


Albert  A.  Dorland 
Head 

Corporation  Financial  Statistics 
Statistics  Canada 


(613)  995-9836 
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1980 

1981 

($  000 ' s) 

1982 

Ontario 

$206,905 

$236,497 

$279,976 

Newfoundland 

4,755 

5,224 

6,482 

Prince  Edward  Island 

1,940 

1,597 

1,697 

Nova  Scotia 

12,873 

12,806 

18,528 

New  Brunswick 

7,923 

7,822 

9,370 

Quebec 

102,694 

112,789 

140,404 

Manitoba 

18,046 

25,307 

20,892 

Saskatchewan 

11,905 

15,854 

18,111 

Alberta 

89,622 

120,630 

170,926 

British  Columbia 

71,288 

83,187 

120,314 

$527,951 

$621,713 

$786,700 

Source : 


See  the  following  corporate  and  individual  summaries. 
Contact : 


Mrs.  De  Trolio 
Librarian 

Canadian  Dental  Association 
(613)  523-1770 

This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 

Caution:  These  figures  do  not  represent  the  gross  income  from  the  professional 

services.  Rather  the  information  is  an  accumulation  of  gross  revenues 
from  corporations  rendering  the  service  and  net  income  from  all 
sources  of  the  individual  professional.  Accordingly,  the  figures  may 
be  somewhat  understated. 
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Individuals : 


Ontario 

Newfoundland 

Prince  Edward  Is  land 

Nova  Scotia 

New  Brunswick 

Quebec 

Manitoba 

Saskatchewan 

Alberta 

British  Columbia 


1980 

1981 

1982 

$197,465 

($  000's) 

$225,444 

$253,464 

4,465 

4,879 

6,100 

1,411 

1, 123 

1,071 

1 1,624 

11,233 

15,582 

7,064 

6,920 

7,649 

95,627 

101,161 

121,615 

15,517 

22,410 

18,577 

9,405 

12,593 

12,707 

19,848 

18,900 

21,942 

60,301 

67,222 

87,437 

$422,727 

$471,885 

$546,144 

Source: 

-  1980  &  1981  -  Information  compiled  by  Health  Information  Division,  Information 
Systems  Directorate,  Policy  Planning  and  Information  Branch,  Department  of 
National  Health  and  Welfare,  February  1984;  based  on  taxation  statistics 
published  annually  by  Revenue  Canada,  Taxation.  Provided  by  Mr.  L.  W.  Rehmar , 
Director,  Health  Information  Division. 

-  1982  -  Taxation  Statistics,  1984  Edition,  Revenue  Canada,  Taxation,  Ottawa. 

Caution:  These  figures  do  not  represent  gross  revenues  of  the  profession. 

These  figures  represent  total  income  from  all  sources  reported  on  the 
professional's  personal  income  tax  return.  The  professional  income 
included  is  net  of  expenses.  Therefore  the  usefulness  of  this 
information  is  somewhat  limited. 
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INCOME  FROM  DENTISTS'  SERVICES 


Corporations : 


1980  1981  1982 


($  000 ' s) 

Ontario 

$  9,440 

$  11,053 

$  26,512 

Newfoundland 

290 

345 

382 

Prince  Edward  Island 

529 

474 

626 

Nova  Scotia 

1,249 

1,573 

2,946 

New  Brunswick 

859 

902 

1,721 

Quebec 

7,067 

1 1,628 

18,789 

Manitoba 

2,529 

2,897 

2,315 

Saskatchewan 

2,500 

3,261 

5,404 

Alberta 

69,774 

101,730 

148,984 

British  Columbia 

10,987 

15,965 

32,877 

$105,224 

$149,828 

$240,556 

Source : 

Based  on  statistics  utilized  in  preparing  Statistics  Canada  publication  61-207, 
Corporations  Financial  Statistics,  which  is  primarily  derived  from  corporate 
income  tax  returns  filed  with  Revenue  Canada,  Taxation. 


Contact : 


Albert  A.  Dorland 
Head 

Corporation  Financial  Statistics 
Statistics  Canada 


(613)  990-9855 
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INCOME  FROM  OPTOMETRIC  SERVICES 


Unwilling  to  provide  gross  income  information. 


Contact ; 

Mr.  Gerard  Lambert 
Director 

The  Canadian  Association  of  Optometrists 

77  Metcalfe  Street 

Suite  207 

Ottawa,  Ontario 

KIP  516 

(613)  238-2006 
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GROSS  REVENUE  FROM  COMPUTER  SERVICES 


1980 

1981 

1982 

($  000 ' s) 

Ontario 

$476,758 

$ 

643,598 

$ 

751,351 

Atlantic  Province 

15,998 

20,605 

23,913 

Quebec 

130,879 

185,320 

266,166 

Manitoba 

58,256* 

30,909 

32,947 

Saskatchewan 

44,237 

57,617 

Alberta 

85,569 

95,174 

122,691 

British  Columbia 

52,344 

82,400 

92,992 

$819,804 

$1 

,102,243 

$1 

,347,677 

*  Manitoba  and  Saskatchewan  combined 


Source : 

Computer  Service  Industry,  Statistics  Canada,  Merchandising  &  Services  Division, 
Catalogue  63-222. 
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GROSS  INCOME  FROM  ADVERTISING 


Net  Advertising  Advertising  Agency 

Revenues  Revenues  on  Gross  Advertising 

All  Media  Advertising  Billings  _ Revenues _ 


1980 

$3,763,463 

($  000 ' s) 

$248,000 

$4,01 1,463 

1981 

4,331,853 

287,000 

4,618,853 

1982 

4,622,447 

310,000 

4,932,447 

1983P 

5,010,527 

335,000 

5,345,527 

1984* 

5,600,000 

385,000 

5,985,000 

1985* 

6,185,000 

415,000 

6,600,000 

P  -  preliminary 
*  -  estimate 


Source : 

A  Report  on  Advertising  Revenues  in  Canada,  MacLean  Hunter  Research  Bureau, 
November  1984. 

Contact : 

Ms .  Nancy  Roy 

Assistant  to  the  President 
Institute  of  Canadian  Advertisers 
(416)  482-1396 

This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 
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GROSS  REVENUE  FROM  CONSTRUCTION  SERVICES 
VALUE  OF  WORK  PURCHASED 


1980 

1981 

1982 

1983 

1984 

Ontario 

$12,261,284 

$14,188,466 

($  000's) 

$14,407,711 

$14,835,663 

$15,529,506 

Newfoundland 

831,897 

1,034,458 

1, 164,502 

1,416,486 

1,433,  173 

Prince  Edward 

Is  land 

179,157 

153,567 

158,987 

177,100 

196,318 

Nova  Scotia 

1,240,420 

1,305,212 

1,565,892 

1,963,242 

2,198,846 

New  Brunswick 

1,029,368 

1,022,317 

1,081,700 

1,164,092 

1,370,730 

Quebec 

9,797,484 

10,308,780 

10,219,596 

11,082,054 

1  1,535,630 

Manitoba 

1,510,048 

1,539,028 

1,422,212 

1,642,505 

1,781,657 

Saskatchewan 

2,339,662 

2,599,586 

2,509,122 

2,864,382 

2,925,552 

Alberta 

10,656,914 

14,490,307 

14,402,571 

11,806,  150 

11,202,159 

British 

Co lumbia 

6,572,196 

10,242,211 

9,133,096 

9,146,113 

8,797,524 

$46,418,430 

$56,883,932 

$56,065,389 

$56,097,787 

$56,971,095 

Source: 

1980  -  Construction  in  Canada,  1978-1980,  Statistics  Canada,  Construction 
Division,  Catalogue  64-201. 

1981-1984  -  Construction  in  Canada,  1982-1980,  Statistics  Canada,  Construction 
Division,  Catalogue  64-201. 
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CONSTRUCTION  SERVICES 


Value  of  work  purchased  In  excess  of  materials  used: 


1980 

1981 

1982 

1983 

1984 

($  000's) 

Ontario 

$  7,645,527 

$  8,825,713 

$  9,267,609 

$  9,460,805 

$  9,92  1,481 

Newfoundland 

513,843 

598,642 

684,678 

816,985 

825,870 

Prince  Edward 

Is  land 

103,841 

87,629 

90,339 

100,694 

112, 186 

Nova  Scotia 

781,560 

804,690 

963,157 

1,197,054 

1,327,154 

New  Brunswick 

646,004 

639,684 

657,122 

707,899 

828,629 

Quebec 

6,377,196 

6,644,846 

6,597,117 

7,097,570 

7,351,571 

Manitoba 

946,818 

966,924 

918,967 

1,081,750 

1,1  70,253 

Saskatchewan 

1,488,360 

1,588,977 

1,51  1,474 

1,725,353 

1,768,226 

Alberta 

6,917,704 

8,608,394 

8,311,949 

6,800,260 

6,393,205 

British 

Co lumbia 

4,256,155 

6,310,782 

5,598,357 

5,652,012 

5,380,212 

$29,677,008 

$35,076,281 

$34,600,769 

$34,640,382 

$35,078,787 

155 


CHAPTER  7 


CONSTRUCTION  SERVICES 


Cost  of  materials  used: 


1980 

1981 

1982 

1983 

1984 

($  000 ' s) 

Ontario 

$  4,615,757 

$  5,362,753 

$  5,140,102 

$  5,374,858 

$  5,608,025 

Newfoundland 

318,054 

435,816 

479,824 

599,501 

607,303 

Prince  Edward 

Is  land 

75,316 

65,938 

68,648 

76,406 

84,132 

Nova  Scotia 

458,860 

500,522 

602,735 

766,188 

871,692 

New  Brunswick 

383,  364 

382,633 

424,578 

456,193 

542,101 

Quebec 

3,420,288 

3,663,934 

3,622,479 

3,984,484 

4,184,059 

Manitoba 

563,230 

572,104 

503,245 

560,755 

611,404 

Saskatchewan 

851,302 

1,010,609 

997,648 

1,139,029 

1,157,326 

A1 berta 

3,739,210 

5,881,913 

6,090,622 

5,005,890 

4,808,954 

British 

Co lumbia 

2,316,041 

3,931,429 

3,  534,739 

3,494,  101 

3,417,312 

$16,741,422 

$21,807,651 

$21,464,620 

$21,457,405 

$21,892,308 

Source: 

1980  -  Construction  in  Canada,  1978-1980,  Statistics  Canada,  Construction 
Division,  p.18. 

1981-1984  -  Construction  in  Canada,  1982-1980,  Statistics  Canada,  Construction 
Division,  p.18. 
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TELEPHONE  ANSWERING  SERVICES 


No  specific  revenue  figures  available. 

Contact : 

Mr.  Paul  Lloyd 
Vice-President 

Telephone  Answering  Association  of  Canada 
P.0.  Box  66 
Station  C 

Kitchener,  Ontario 

N2G  3W9 

(519)  743-2762 


This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 
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GROSS  REVENUE  FROM  LAUNDERING/DRY  CLEANING  SERVICES 


1980 

1981 

($  000's) 

1982 

Ontario 

$229,504 

$254,454 

$293,627 

Newfoundland 

7,650 

8,066 

5,235 

Prince  Edward  Island 

1,996 

1,667 

2,064 

Nova  Scotia 

10,407 

10,885 

11,251 

New  Brunswick 

9,065 

12,006 

11,843 

Quebec 

122,820 

135,873 

124,433 

Manitoba 

19,790 

23,571 

23,401 

Saskatchewan 

15,366 

16,348 

17,354 

Alberta 

60,317 

70,510 

83,384 

British  Columbia 

135,509 

152,813 

162,422 

$612,424  $686,193  $735,014 


Source; 

Statistics  utilized  in  preparing  Statistics  Canada  publication.  Corporation 
Financial  Statistics  Catalogue  61-207.  The  data  is  primarily  derived  from 
corporate  income  tax  returns  filed  with  Revenue  Canada,  Taxation  and  comprises 
income  from  sales  of  services  and  products,  rental  of  real  and  personal  property 
and  commissions. 

Contact : 

Albert  A.  Dorland 

Head,  Corporation  Financial  Statistics 
Business  Finance  Division 
Statistics  Canada 
Ottawa,  Ontario 
K1A  0T6 

(613)  990-9855 
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CHILD  CARE  SERVICES 


No  available  information  on  revenues  of  child  care  services. 

Health  and  Welfare  Canada  may  have  accumulated  information  as  part  of  their  1983 
National  Day  Care  Study;  however  were  unable  or  unwilling  to  indicate  if  they 
had  such  data. 

Attempted  to  contact  Child  Care  Workers  Association  Ontario  -  now  defunct. 
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GROSS  REVENUE  FROM  HAIRSTYLING/BARBER  SERVICES 


1980 

1981 

($  000’s) 

1982 

Ontario 

$101,616 

$114,230 

$140,562 

Newfoundland 

4,672 

5,341 

6,238 

Prince  Edward  Island 

436 

543 

886 

Nova  Scotia 

4,986 

5,569 

7,054 

New  Brunswick 

4,129 

4,008 

4,591 

Quebec 

46,919 

50,417 

61,108 

Manitoba 

19,802 

15,803 

12,624 

Saskatchewan 

8,467 

1 1,615 

13,486 

Alberta 

40,564 

48,916 

60,783 

British  Columbia 

51,202 

58,924 

66,336 

$282,793 

$315,366 

$373,668 

Source: 

Statistics  utilized  in  preparing  Statistics  Canada  publication,  Corporation 
Financial  Statistics  Catalogue  61-207.  The  data  is  primarily  derived  from 
corporate  income  tax  returns  filed  with  Revenue  Canada,  Taxation  and  comprises 
income  from  sales  or  services  and  products,  rental  of  real  and  personal 
property  and  commissions. 

Contact: 


Albert  A.  Dorland 

Head,  Corporation  Financial  Statistics 
Business  Finance  Division 
Statistics  Canada 
Ottawa,  Ontario 
K1A  0T6 

(613)  990-9855 
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BEAUTY  AND  SKIN  CARE  SERVICES 


No  information  available. 
Contact : 


Mr.  Rene  Vincent 
Executive  Director 
Allied  Beauty  Association 
2  Sheppard  Avenue  East 
North  York,  Ontario 
M2N  5X7 

(416)  225-2359 

This  individual  was  contacted  to  determine  if  the  organization  had  the  gross 
revenue  information  available,  which  it  did  not.  No  other  sources  found. 
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GROSS  REVENUE  FROM  FUNERAL  SERVICES 


1980 

1981 

($  000' s) 

1982 

Ontario 

$106,243 

$112,049 

$133,378 

Newfoundland 

3,340 

4,493 

5,535 

Prince  Edward  Island 

1,713 

2,028 

2,266 

Nova  Scotia 

1  1,473 

12,339 

13,938 

New  Brunswick 

8,816 

8,882 

9,788 

Quebec 

63,196 

63,586 

69,210 

Manitoba 

10,714 

10,285 

13,316 

Saskatchewan 

13,569 

1 3,323 

16,097 

Alberta 

19,917 

22,794 

26,620 

British  Columbia 

17,485 

21,237 

24,531 

$256,466  $271,016  $314,679 


Source: 

Statistics  utilized  in  preparing  Statistics  Canada  publication,  Corporation 
Financial  Statistics  Catalogue  61-207.  The  data  is  primarily  derived  from 
corporate  income  tax  returns  filed  with  Revenue  Canada,  Taxation  and  comprises 
income  from  sales  or  services  and  products,  rental  of  real  and  personal 
property  and  commissions. 

Contact : 

Albert  A.  Dorland 

Head,  Corporation  Financial  Statistics 
Business  Finance  Division 
Statistics  Canada 
Ottawa,  Ontario 
K1A  0T6 

(613)  990-9855 
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ALL  OTHER  SERVICES 


Services  for  which  gross  revenue  data  is  not  available: 

Es  cort 

Club  -  golf,  tennis,  etc. 

Weight  control 
Gardening 

Disc  jockeys  (entertainment) 

Contacts : 

Mr.  Albert  A.  Dorland 

Head,  Corporation  Financial  Statistics 

Business  Finance  Division 

Statistics  Canada 

Ottawa,  Ontario 

K1A  0T6 

(613)  995-9836 

Mr.  John  Bingham 
Information  Officer 
Statistics  Canada 
(613)  996-6586 

Mr.  Robert  W.  Cheeseman 
Di rector 

Landscape  Ontario  Horticultural  Traders  Association 
(416)  629-1184 

Mr.  Williams 

Office  Administrator 

Canadian  Disc  Jockey  Association 

(416)  755-3898 

Mr.  Donald  A.  Cutlu 
President 

Canadian  Society  of  Club  Managers 
(416)  293-9427 

These  individuals  were  contacted  to  determine  if  the  organizations  have  the 
gross  revenue  information  available,  which  they  did  not.  No  other  sources 
f  ound. 
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SCHEDULE  A 


EXPANSION  OF  THE  RETAIL  SALES  TAX  BASE:  OPTIONS  FOR  THE  FUTURE 

OUTLINE  OF  STUDY  REQUIREMENTS 

L  General  Requirements 

The  consultant  should  analyze  the  broad-base  tax  in  other  jurisdictions 
focusing  on  lessons  from  which  Ontario  could  benefit.  The  information 
should  cite  successes  and  failures,  where  these  are  relevant  to  Ontario  by 
virtue  of  a  similar  tax  structure  and  economic  base.  Examination  of  the 
European  experience  is  relevant  insofar  as  it  can  provide  us  with  examples 
of  extensive  tax  bases  that  have  been  more  or  less  successfully  captured. 

It  is  important  that  the  information  be  thoroughly  documented  with  source 
names  and  location  (or  tele 

IL  Services  to  be  Examined 

Professional 
Legal 

Accounting 
General  business 
consultation 
Engineering 
Architectural 
Medical  -  Physical  & 

Mental  Health 
Dental 
Optometric 

HI.  Specific  Requirements 

The  consultant  should  be  given  three  basic  areas  of  responsibility. 

A)  Experience  of  Other  Jurisdictions 


phone  numbers). 


Commercial 
Computer 
Advertising 
Real  property 
construction  and 
demolition 

Telephone  Answering 


Personal 

Laundering/Dry  Cleaning 
Child  care 

Hair  styling/barbering 
Beaut  y,  skin  care 
Funeral 
Escort 

Clubs  -  Golf,  Tennis,  etc. 
Weight  Control 
Gardening 

Disc  3ockeys  (Entertainment 


-  Identify  Canadian  and  U.S.  jurisdictions  that  tax  the  services  listed. 

-  Definition  of  tax  base  used  by  these  jurisdictions. 

-  Public  and  industry  reaction  to  the  tax. 

-  Impact  on  industries  in  these  jurisdictions.  Examine  tax  competition, 
and  sales  performance  before  and  after  introduction  of  the  tax. 

-  Compensation  structure  (income  tax?)  if  any. 

-  also,  how  are  these  services  treated  in  other  tax  areas  compared  to 
Ontario. 

-  Analysis  of  taxation  and  political  environment  in  which  sales  tax 
changes  were  made. 

B)Problems  in  Implementation  and  Administration 

In  each  area  of  services,  there  will  be  particular  administrative 
difficulties  associated  with  its  taxation.  These  should  be  examined  under 
tax  issues  in  other  jurisdictions.  Major  concerns  are: 

1)  In-House  Services 


-  Professional  and  computer  services. 

-  Problems  in  capturing. 

2)  Vendorization 


-  Registration  of  the  providers  of  services  would  be  extensive  and 
cumbersome. 

3)  Under-Reporting  and  Evasion 

-  Sources  of  such  problems  in  the  definition  of  the  tax  base. 

4)  Tax  Leakage 

-  Advertising  and  computer  services. 

-  Out-of-province  distribution,  transmission. 

In  addition,  the  consultant  will  work  jointly  with  Tax  Policy  staff  to 
estimate  the  revenue  impact  these  measures  would  entail. 


HD  The  Taxation  of  services 

9980.8  under  sales  tax 


- 


RST  BASE  EXPANSION  TO  SERVICES 


TAXATION  OF  SERVICES  CONSIDERED  ON  BASIS  OF  REVENUE 
RAISING  POTENTIAL. 

-  SERVICE  SECTOR  HAS  POTENTIAL  FOR  CONTINUED  HIGH 
GROWTH  THAT  CAN  STRENGTHEN  RST  REVENUE  BASE  AND  HAKE 
SYSTEM  MORE  EQUITABLE. 

POSSIBLE  SERVICES  FOR  INCLUSION  IN  RST  BASE  AND  RELATED 
REVENUE  YIELD. 

SERVICE  1985-86  REVENUE  EST. 


($  M) 

-  PERSONAL  (BEAUTY  &  BARBER  I NG,  PARKING, 

DRYCLEANING,  ETC.)  115 

-  ADVERTISING  (T.V.,  RADIO,  NEWSPAPER 

SPACE)  75-115 

-  COMPUTER  SERVICES  (PROCESSING,  DATE 

INPUT,  ETC.)  50 

-  LABOUR  CHARGES  (REPAIRS  TO  REAL 

PROPERTY)  158 

-  ENGINEERING  &  SCIENTIFIC  SERVICES  80 

-  ACCOUNTING  92-52 

-  ARCHITECTS  18 

-  LEGAL  SERVICES  80-95 

-  MANAGEMENT  &  BUSINESS  CONSULTANTS  68 

-  OTHER  (CREDIT  BUREAUS,  COLLECTION 

AGENCIES,  TELEPHONE  ANSWERING,  ETC.)  13 


MAJOR  CONCERNS. 

-  SENSITIVE  NATURE  OF  TAX  AREAS  ESPECIALLY  TO  BUSINESS. 

-  HIGH  PROFILE  -  FEW  SERVICES  TAXED  IN  CANADA  OR  U.S. 

-  ADMINISTRATIVE  PROBLEMS  WITH  DEFINITIONS,  CHANGING 
TECHNOLOGY.  ETC. 

-  LEAKAGES  OF  POTENTIAL  REVENUE  (E.G.  ADVERTISING, 
COMPUTERS). 


MM 


CURRENT  PROCESS. 

-  PRIVATE  CONSULTANT  PREPARING  STUDY  -  FOCUS  ON 
EXPERIENCE  IN  OTHER  N.A.  JURISDICTIONS.  EMPHASIS  ON 
PUBLIC  AND  INDUSTRY  REACTION  AND  ADMINISTRATIVE 
PROBLEMS. 


SALES  TAX  ON  ACCOUNTING.  LEGAL  SERVICES 


PROPOSAL 


TO  IMPOSE  RETAIL  SALES  TAX  ON  THE  CONSUMPTION  OF 

PROFESSIONAL  ACCOUNTING  AND  LEGAL  SERVICES  BY  BOTH 

INDIVIDUALS  AND  BUSINESS. 

DEFINITION  OF  TAXABLE  BASE 

CAN  UTILIZE  TWO  METHODS  OF  IMPOSING  THE  TAX  ON 

PROFESSIONAL  SERVICES: 

-  BY  NATURE  OF  THE  PROVIDER;  OR 

-  BY  NATURE  OF  THE  SERVICE. 

THE  NATURE  OF  THE  PROVIDER  MEANS  TO  KEY  THE  TAX  TO 

BILLINGS  MADE  BY  A  PROFESSIONAL  OR  FIRM  OF 

PROFESSIONALS  (PARTNERSHIPS). 

-  THIS  INVOLVES  VENDORIZING  ALL  PRACTICING  MEMBERS  OF  A 
GIVEN  PROFESSION  WHO  BILL  FOR  THEIR  SERVICES. 

-  TAXES  COULD  BE  MINIMIZED  BY  THESE  PROFESSIONALS  BY 
THE  USE  OF  SUBSIDIARY  FIRMS  WHICH  PROVIDE  AND 
SEPARATELY  BILL  FOR  MANY  ASPECTS  OF  THE  PROFESSIONAL 
SERVICES  (BOOKKEEPER  VS  ACCOUNTANT). 

-  IN-HOUSE  PROFESSIONALS  RECEIVING  SALARIES  WOULD  BE 
DIFFICULT  TO  TAX. 

THE  NATURE  OF  THE  SERVICE  MEANS  TO  KEY  THE  TAX  TO 

SERVICES  PROVIDED  BY  LAWYERS  AND  ACCOUNTANTS. 

-  THIS  INVOLVES  VENDORIZING  ALL  FIRMS  PROVIDING  ANY  OF 
THE  TAXABLE  SERVICES. 

-  THE  POTENTIAL  FOR  PROFESSIONALS  TO  MINIMIZE  TAXES 
THROUGH  SEPARATE  BILLING  PROCEDURES  IS  MINIMIZED. 

-  HOWEVER,  A  NEED  EXISTS  FOR  A  COMPREHENSIVE  LIST  OF 
TAXABLE  SERVICES. 


.  ALL  AMERICAN  JURISDICTIONS  CURRENTLY  TAXING  SERVICES 

UTILIZE  BUSINESS  GROSS  RECEIPTS  TAXES,  AS  OPPOSED  TO 
RETAIL  SALES  TAXES,  WHICH  MEANS,  IN  EFFECT,  TAX  IS 
CHARGED  ON  THE  NATURE  OF  SERVICE  BASIS. 

ONTARIO  HAS  NO  GROSS  RECEIPT  TAX. 

-  NEW  LEGISLATION  WOULD  BE  REQUIRED. 

EQUITY  CONCERNS 

CONCERNS  RESPECTING  PROFESSIONAL  SERVICES  CONSUMED  BY 
BUSINESS: 

-  ADMINISTRATIVE  PROBLEM  OF  INEFFECTIVE  TAXATION  OF 
IN-HOUSE  SERVICES  RAISES  A  TAX  EQUITY  ISSUE  SINCE 
SMALLER  FIRMS  CANNOT  AFFORD  TO  EMPLOY  TAX-EXEMPT  IN- 
HOUSE  SERVICES. 

-  CERTAIN  SERVICES  ARE  REQUIRED  BY  LAW  UNDER  THE 
DISCLOSURE  AND  SECURITIES  ACT,  SUCH  AS  INDEPENDENT 
AUDITING  AND  ACCOUNTING  FOR  ALL  PUBLICLY-TRADED 
CORPORATIONS. 

-  IMPOSITION  OF  TAX  COULD  BE  A  DETERRENT  TO  BUSINESS 
ACTIVITIES. 

WITH  RESPECT  TO  CONSUMERS: 

-  MOST  HEAVILY  AFFECTS  THE  LOWER  AND  MIDDLE  INCOME 
GROUPS  WHO  USUALLY  USE  THESE  SERVICES  ONLY  WHEN 
ABSOLUTELY  REQUIRED. 

-  FUELS  REGRESSIV1TY  ARGUMENTS  DIRECTED  AT  SALES 
TAXES. 

OTHER  INEQUITIES  COULD  ARISE  DUE  TO  THE  PAYMENT  OF  TAX 
BY  THE  ACCUSED  ON  LEGAL  SERVICES  RENDERED  TO  HIM, 
IRRESPECTIVE  OF  THE  OUTCOME  OF  THE  CASE.  AS  WELL,  IN 
CIVIL  LITIGATION,  THE  LEGAL  FEES  OF  ONE  PARTY  COULD  BE 
CHARGED  TO  THE  UNSUCCESSFUL  PARTY,  WHO  WOULD  THEN  HAVE 
TO  CARRY  THE  BURDEN  OF  TAXES  ON  BOTH  FEES. 


OTHER  CONSIDERATIONS 


THE  BARTER  ECONOMY  IS  PARTICULARLY  SUITABLE  FOR  THESE 
SORTS  OF  SERVICES  AND  COULD  WEIGH  THE  SCALES  IN  FAVOUR 
OF  TAX  AVOIDANCE  RESULTING  IN  DIMINISHED  POTENTIAL 
REVENUES. 

.  MANY  ITEMS  THAT  ARE  PURCHASED  BY  PROFESSIONALS  TO 

ENABLE  THEM  TO  RENDER  THEIR  SERVICES  ARE  ALREADY 
SUBJECT  TO  RST.  AN  RST  ON  THE  SERVICES  THEMSELVES 

WOULD  PLACE  A  TAX  ON  A  TAX. 

.  FORMIDABLE  ADMINISTRATIVE  PROBLEMS 

-  USE  IN  ONTARIO  DIFFICULT  TO  ENFORCE. 

-  DETERMINING  "OWN-USE"  OF  SUCH  SERVICES  OBSCURE. 

VAT  EXERCISE  WILL  ADDRESS  POSSIBILITY  OF  TAXING  THESE 
SERVICES. 

OTHER  JURISDICTIONS 

NO  PROVINCIAL  JURISDICTION  TAXES  PROFESSIONAL 

SERVICES. 

U.S.  EXPERIENCES  WITH  SALES  TAXATION  OF  LEGAL  AND 
ACCOUNTING  SERVICES  ARE  LIMITED.  TWO  STATES  HAVE  HAD  A 
SALES  TAX  ON  PROFESSIONAL  SERVICES  FOR  A  NUMBER  OF 
YEARS  -NEW  MEXICO  AND  HAWAII. 

-  A  GROSS  RECEIPTS  TAX  IS  APPLIED  TO  ALL  PROFESSIONAL 
SERVICES. 


.  CONNECTICUT  ATTEMPTED  TO  EXPAND  ITS  ALREADY  LARGE 

SERVICE  BASE  TO  PROFESSIONAL  SERVICES  IN  1983,  BUT  THE 
BILL  INTRODUCED  BY  ITS  DEMOCRATIC  GOVERNOR  WAS  QUASHED 
BY  A  STRONG  LOBBY  OF  PROFESSIONALS. 

SOUTH  DAKOTA  IN  1983  IMPOSED  A  SALES  TAX  ON  GROSS 
RECEIPTS  OF  BUSINESS  SERVICES,  INCLUDING  LEGAL, 
ACCOUNTING  AND  ENGINEERING  SERVICES. 

REVENUE  IMPACT 


SERVICE 

ACCOUNTING  SERVICES 
LEGAL  SERVICES 


ESTIMATED  1984 
TAX  REVENUE 

($  MILLION) 
42-52 


80-95 

122-147 


DUE  TO  LACK  OF  CURRENT  DATA  THE  ABOVE  ESTIMATES  SHOULD 
ONLY  BE  USED  TO  REFLECT  MAGNITUDE  OF  REVENUES  AT  STAKE. 


